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SECURITIES ACT OF 1933 
Release No. 5981/September 28, 1978 


In the Matter of 


PROFIT SHARING PLAN FOR THE LEGAL STAFF OF 
DEWEY, BALLANTINE, BUSHBY, PALMER & 
WwoOoD 

140 Broadway 

New York, NY 10005 


(18-20) 


ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS ISSUED IN 
CONNECTION WITH THE PROFIT SHARING PLAN 
FOR THE LEGAL STAFF OF DEWEY, BALLANTINE, 
BUSHBY, PALMER & WOOD 


Dewey, Ballantine, Bushby, Palmer & Wood, a law 
firm organized as a partnership under the laws of New 
York, filed an application on July 19, 1978, for an 
exemption from the registration requirements of the 
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Securities Act of 1933 (‘‘Act”) for interests or 
participations issued in connection with the Profit 
Sharing Plan for the Legal Staff of Dewey, Ballantine, 
Bushby, Palmer & Wood (the “Plan”). 


On August 31, 1978, a notice was issued (Securities 
Act Release No. 5972) of the filing of the application. 
The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 3(a)(2) of the 
Act, that interests or participations issued in 
connection with the Plan shall not be subject to the 
requirements of Section 5 of the Act effective 
forthwith, provided that the internal Revenue Service 
makes a favorable determination with respect to the 
continued tax-qualified status of the Plan. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5982/September 28, 1978 


In the Matter of 

THE KAYE, SCHOLER, FIERMAN, HAYS & HANDLER 
RETIREMENT PLAN 

425 Park Avenue 

New York, NY 10022 


(18-19) 


ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS IN THE KAYE, 
SCHOLER, FIERMAN, HAYS & HANDLER RETIRE- 
MENT PLAN 
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Kaye, Scholer, Fierman, Hays & Handler (“Appli- 
cant”), a law firm organized as a partnership under the 
laws of the State of New York, filed an application on © 
June 21, 1978, for an exemption from the registration 
requirements of the Securities Act of 1933 (the “Act”) 
for participations or interests issued in connection 
with the Kaye, Scholer, Fierman, Hays & Handler 
Retirement Plan (the “Plan”). 


On August 31, 1978, a notice was issued (Release No. 
5971) of the filing of the application. The notice gave 
interested persons an opportunity to request a hearing 
and stated that an order disposing of the application 
would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 3(a)(2) of the 
Act, that interests or participations issued in 
connection with the Plan shall not be subject to the 
requirements of Section 5 of the Act, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5983/September 28, 1978 


In the Matter of 


THE ELMER FOX, WESTHEIMER & CO. RETIREMENT 
PLAN TRUST 

2700 Lincoln Center Building 

Denver, Colorado 80264 


(18-6) 


ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPATIONS ISSUED IN 
CONNECTION WITH THE ELMER FOX, WEST- 
HEIMER & CO. RETIREMENT PLAN TRUST 





Elmer Fox, Westheimer & Co., a public accounting 
firm organized as a partnership under the laws of 
Kansas, filed an application on January 23, 1978, for 
an exemption from the registration requirements of 
the Securities Act of 1933 (“Act”) for interests or 
participations issued in connection with the Elmer 
Fox, Westheimer & Co. Retirement Plan Trust (the 
“Plan”). 


On August 31, 1978, a notice was issued (Securities 
Act Release No. 5970) of the filing of the application. 
The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 3(a)(2) of the Act, 
that interests or participations issued in connection 
with the Plan shall not be subject to the requirements 
of Section 5 of the Act effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5984/September 28, 1978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 15198/September 28, 1978 


ACCOUNTING SERIES 
Release No. 256/September 28, 1978 


In the Matter of 

BRUCE FLAMM 

ORDER EXEMPTING ACCOUNTANT’S APPLICATION 
FOR REINSTATEMENT TO PRACTICE BEFORE THE 
COMMISSION 


Upon consideration of the application of Bruce 


Flamm, a certified public accountant, for reinstate- 
ment of his privilege of appearing and practicing 
before the Commission, and it appearing that Flamm 
has complied with the conditions governing 
readmission to practice set forth in the Commission’s 
order accepting his resignation from practice, dated 
October 28, 1977,! it is hereby 


ORDERED that Bruce Flamm is reinstated to practice 
before the Commission as an accountant. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15181/September 22, 1978 


ACCOUNTING SERIES 
Release No. 255/September 22, 1978 


Administrative Proceedings File No. 3-5544 
In the Matter of 
GERALD J. FLANNELLY 


OPINION AND ORDER PURSUANT TO RULE 2(e) OF 
THE COMMISSION’S RULES OF PRACTICE 


This Opinion and Order under Rule 2(e)(1) of the 
Commission’s Rules of Practice arises out of the 
conduct of Gerald J. Flannelly (‘“Flannelly”), a 
certified public accountant, and during the period 
relevant to this Opinion and Order, a Vice President 
for Finance of SCA Services, Inc. (“SCA”). Without 
admitting or denying any of the statements and 
conclusions set forth herein, and solely for the purpose 
of settlement, Flannelly waives entry of a formal Order 
of Administrative Proceeding pursuant to Rule 2(e), 
consents to the entry of this Opinion and Order and 
makes certain undertakings, all as set forth below. 





1 See Accounting Series Release No. 230 (October 28, 
1977). 
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| 
BACKGROUND 


On August 8, 1977, the Commission filed a complaint 
against SCA and others!, not including Flannelly, 
charging that from approximately January, 1972 
through July, 1975, Christopher P. Recklitis 
(“Recklitis”), former President, Treasurer and Director 
of SCA, aided and abetted by other named parties, 
diverted nearly $4 million of SCA’s assets to his 
personal and Carlton Hotel Corporation’s2 use and 
benefit through (1) cash advances from SCA to 
Recklitis and Carlton, which advances were recorded 
on SCA’s books as due from Carlton and _ later 
reported in SCA’s financial statements as a trade 
receivable due SCA from Carlton, but which were in 
fact not in the ordinary course of SCA’s business; and 
(2) various fraudulent land transactions whereby 
Recklitis used “straws” and nominees to acquire for 
himself properties located in Amesbury, Massachu- 
setts and Utica, New York and then resold those same 
properties to SCA at an aggregate price approximately 
$2.5 million above their cost to him. The Complaint 
further charged that Recklitis used the funds 
improperly so obtained to pay Carlton debts, 
including those owed to SCA, as well as his own 
personal debts and expenses. The Complaint also 
alleged that the receivable due SCA from Carlton was 
accordingly misrepresented in SCA’s 1974 Annual 
Report on Form 10-K, and that material facts 
concerning the alleged activities described above were 
omitted from SCA’s annual report and proxy material 
sent to stockholders, and registration statements and 
prospectuses. 


Flannelly joined SCA as Vice President for Finance in 
October 1973. His immediate assignment was to 
design and implement new accounting and data 
processing systems for SCA, which at that time 
consisted of an aggregate of loosely controlled 
operating companies. Flannelly asserts that this 
assignment consumed a considerable amount of his 
time during SCA’s fiscal years ended March 31, 1974 
and 1975. For these years Flannelly, as Vice President 





1 SEC v. SCA Services, Inc., et al., Civ. No. 77-1374 
(D.C.D.C.); Lit. Rel. No. 8059 (August 8, 1977) (the 
“Complaint”). 


2 Carlton Hotel Corp. (“Carlton”) was a closely held 
corporation 90% owned by Recktlitis. 


3 The Commission does not conclude, on the basis of 
the investigative record, that Flannelly was in fact 
aware of the diversions or resulting material omissions 
described in the Complaint herein. 
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for Finance, signed Part | of SCA’s Annual Reports on 
Form 10-K which were filed with the Commission and 
which, as alleged in the Commission’s Complaint, @ 
were false and misleading. 


REPRESENTATION LETTER AND CARLTON RECEIV- 
ABLE 


From about April 1973 through February 1974, 
Recklitis, without Flannelly’s knowledge and with the 
active aid and assistance of other SCA employees 
employed in an accounting capacity, misappropriated 
approximately $1.2 million in SCA funds by having 
them advanced to Carlton, which advances he caused 
to be entered falsely on SCA’s books as receivables 
from Carlton, and subsequently as current trade 
receivables, and which were not disbursed in the 
ordinary course of SCA’s business.” As a result, SCA 
falsely categorized the said $1.2 million aggregate 
cash disbursements in the financial statements 
contained in its Annual Report for the fiscal year 
ended March 31, 1974 and contained in its proxy 
statement used in connection with SCA’s 1974 annual 
meeting of stockholders by including them as a part 
of SCA’s current trade receivables. 


Flannelly first became aware of the existence of a 
receivable from Carlton in January 1974, three months 
after his arrival at SCA, during the audit of SCA’s 1974 
financial statements. At that time, he was advised by 
the independent auditors of SCA that the receivable 
from Carlton had grown from $350,000 at March 31, 
1973 to approximately $1.6 million. In addition, one of 
the auditors recalls mentioning to him that a 
substantial portion thereof had resulted from transfers 
of funds.% At the time, Recklitis falsely explained to 
the auditors, in Flannelly’s presence, that all such 
transfers represented proper reimbursement to Carlton 
of vendors’ bills paid by it for construction and 
renovation work, which bills should have been paid in 
the first instance by certain of SCA’s subsidiaries. 
Flannelly, who was not yet fully conversant with 
current financial matters handled at the regional 
accounting office level, made no independent effort to 





4 Such funds were used to service Recklitis’ and 
Carlton’s own indebtedness and to pay off Carlton’s 
trade creditors. 


5 Flannelly, on the other hand, recalls being told that 
only a relatively minor dollar amount of funds had 
been transferred. The Commission has not felt it 
necessary to resolve this factual inconsistency for 
purposes herein. 





verify the facts underlying the Carlton receivable, but 
rather asked the auditors to pursue the matter, putting 
them in direct contact with SCA’s Northeast regional 
accounting personnel, whom he told to cooperate 
fully with the auditors. 


Several months later, Berton Steir (“Steir’), then 
Chairman of SCA’s Board and its Chief Executive 
Officer, Recklitis and Flannelly jointly cosigned a 
specific letter of representation requested by SCA’s 
independent auditors, dated as of May 24, 1974, (the 
last day of the audit “field work”), which falsely stated 
that the amount due from Carlton was a Currently 
collectible receivable, and described such amount as 
arising from services provided to Carlton by SCA’s 
subsidiaries. The record is unclear as to whether the 
letter was prepared before or after SCA filed its Form 
10-K on June 28, 1974.5 In any event, the Commission 
believes that even if the letter were given subsequent 
to the filing of SCA’s Form 10-K, had it accurately 
represented the facts, SCA’s independent auditors 
would have been obligated to consider whether, 
absent corrective disclosure, their opinion on the 
financial statements should have been amended or 
withdrawn. Accordingly, the Commission believes 
that Flannelly’s cosignature to the letter contributed 
to the nondisclosure of the facts. 


Other than as described above, Flannelly made no 
further verification of the underlying facts, but relied 
on the work done by the independent auditors and on 
Recklitis’ and Steir’s’? oral and written representa- 
tions. The Commission has concluded that such 
reliance was improper and that before cosigning the 
letter Flannelly had a responsibility to further verify 
the underlying facts. This responsibility could not 
have been fulfilled merely by obtaining representa- 
tions from his superiors and relying on the outside 
auditor’s work. Disclosure with respect to transac- 
tions between an issuer and members of its 
management is crucial because of the control 
management exercises over the issuer’s assets and 
the susceptibility of such transactions to abuse. To 
the extent that Flannelly placed reliance on 
explanations given by Recklitis, whose company, 
Carlton, was a party to the transactions, without 
examining underlying documentation or conducting 
an independent inquiry, this basis for his 





6 SCA’s independent auditors contended it was 
prepared affter they signed off on the audit but before 
the report was filed; Flannelly testified that it was 
requested and prepared after such filing in July 1974. 


7 Flannelly asserts that he was not aware of Steir’s 
alleged complicity with Recklitis until! a much later 
date. 


representations was inadequate. The Commission 
believes that, if specific written representations to an 
independent auditor are not based on either actual 
knowledge of the facts or on an adequate inquiry, 
signatories to such a letter are under an obligation to 
make the limitations of their representations explicit. 
If Flannelly believed, as he claims, that the auditors 
were fully aware of the limited scope of his own 
investigation, and therefore of his representation, and 
that they were not in fact relying on his having 
knowledge of the matters represented, then he should 
have made this fact apparent within the representation 
letter itself. As SCA’s Vice President for Finance, 
Flannelly bore a particular responsibility to assure 
that SCA’s financial disclosures were accurate. Under 
the circumstances here, where the independent 
auditors were requesting specific written assurance, 
Flannelly failed to discharge his responsibility by 
failing to verify the facts or by failing to indicate 
within the letter the absence of any such verification 
by him. Where, in the Commission’s opinion, “red 
flags” were raised, Flannelly also failed to discharge 
his responsibility in that he put SCA’s independent 
auditors on the “audit trail,” leaving the discovery of 
facts to them, and in that he relied on senior 
management’s representations without further person- 
al verification of the information. 


il 
LANDFILL TRANSACTIONS 


In order to generate funds to repay Carlton’s 
obligation to SCA, as well as other obligations of 
Carlton and Recklitis, Recklitis entered into several 
fraudulent land acquisitions in which his secret 
nominees acquired landfill sites from third parties and 
then resold them to SCA at inflated prices. One such 
transaction was the purchase of a landfill site in 
Utica, New York.8 


On October 27, 1974, SCA entered into an agreement 
to purchase a landfill site for $837,000 from Lad 
Landfill, Inc. (“Lad”), a corporation owned by an 
individual who had previously sold his company to 
SCA. It was later learned, although then unknown to 
Flannelly, that this individual was a friend and 
associate of Recklitis and had entered into an 
agreement on October 1, 1974 to purchase the same 
property from an unrelated third person for $325,000. 
On December 6, 1974, the purchase by SCA from Lad 
was closed. A substantial portion of the proceeds 





8 SCA is principally engaged in the waste disposal 
business, which necessitates its having access to 
approved sanitary landfill sites. 
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realized by Lad from the sale of the property to SCA 
were thereafter transferred to Carlton by Lad. 


Subsequent to the closing and at the direction of 
Recklitis, various checks aggregating approximately 
$485,000 above and beyond the initial purchase price, 
orally described to Flannelly by Recklitis as 
reimbursement for “improvements” being made by the 
seller at SCA’s request, were drawn by SCA payable to 
the seller, some of which were approved for issuance 
by Flannelly at Recklitis’ authorization. As with the 
initial purchase price, a substantial portion of such 
additional funds was also transmitted by Lad to 
Carlton. 


During the spring of 1975, Flannelly, having 
previously been unsuccessful in obtaining promised 
documentation to support these disbursements on a 
timely basis, increasingly pressed Recklitis for such 
supporting documentation, as SCA’s accounting 
department needed to allocate the purchase price 
among the various assets acquired. In late April 1975, 
Recklitis directed SCA’s Legal Department to draft an 
undated amendment to the October 27, 1974 purchase 
agreements which purportedly increased the purchase 
price to $1,080,429, and to draft a new agreement with 
Lad requiring, among other things, purported landfill 
improvements to be provided by Lad at an additional 
cost to SCA of $267,572. 


The amendment to the purchase agreement and the 
new landfill improvement agreement, which were 
executed on April 29, 1975, were not, as Recklitis 
represented, bona fide. The latter agreement was a 
sham and Lad did not make any improvements. 
Flannelly, relying on the amended agreements which 
had been prepared by SCA’s Legal Department, on 
Recklitis’ oral explanation, and on his belief that Stier 
was aware of the transaction, did not obtain any 
further evidence substantiating the increased 
purchase price nor any documentation indicating that 
improvements had in fact been made. 


By the end of April 1975, SCA management, including 
Flannelly, had received information that in March 1975 
an anonymous telephone call had been received by 
the Commission reporting that SCA was being looted 
by its corporate officers, and naming in paricular Lynn 
Carlton Realty Trust, a company primarily owned and 
controlled by Recklitis. Flannelly was also aware 
shortly thereafter that SCA had subsequently learned 
that the Carlton receivable, at March 31, 1974, had 
been composed largely of funds transferred to Carlton 
by Recklitis, and therefore possibly misappropriated 
by him; that the receivable accordingly had not been 
an ordinary trade receivable; and that Recklitis may 
have lied in this respect in connection with the May 
24, 1974 representation letter to SCA’s independent 
auditors. 
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Accordingly, the Commission believes that Flannelly 
should have been all the more on notice that the Lad . 
landfill transaction might have been a device utiliz 
by Recklitis to misappropriate additional funds. ~ 
Recklitis, with the knowledge of Steir, had primarily 
negotiated and authorized the transaction, which had 
by this time been substantially consummated. The 
Commission believes that the amendment increasing 
the purchase price was itself questionable and should 
have put Flannelly on notice that a more detailed 
inquiry was called for. For these reasons, he should 
have been more cautious and investigated the 
transaction beyond relying on documents drafted and 
executed after the money was disbursed and after he 
had begun pressing Recklitis for documentation to 
support the transaction. 


IV 
CONCLUSION 


The Commission has concluded that Flannelly’s 
failure to conduct a diligent personal investigation to 
satisfy himself as to the facts concerning the Carlton 
receivable prior to signing the May 24, 1974 letter, and 
concerning the acquisition of the landfill, when 
viewed in light of what the Commission regards as 
inherently suspicious circumstances, and his 
misplaced reliance on Recklitis’ and Stier’s 
representations and on SCA’s independent auditors, 
contributed to the failure of SCA to assure that its _ 
financial statements were fairly stated. 


The Commission has not concluded that Flannelly’s 
actions referred to above were undertaken with 
improper motive or in bad faith. Nevertheless, the 
Commission has concluded that Flannelly’s signing of 
the false letter of represention, where the letter gave 
the impression that he had personally investigated the 
facts, and his failure to personally investigate the 
facts concerning the Carlton receivable and landfill 
acquisition, consituted participation by him in SCA’s 
filing and dissemination of false and misleading 
reports and proxy materials and constituted improper 
professional conduct. In these matters, Flannelly had 
professional responsibilities notwithstanding his 
position as a corporate officer. In view of the fact that 
detailed sources of information are available to a 
public company’s financial officers, they have a 
particular responsibility to assure the correctness of 
the company’s reports. 


V 
OTHER CIRCUMSTANCES 
Flannelly requests that the Commission consider the 


following undertakings that he has made as part of his 
offer of settlement: 





(1) That, as an officer or employee of SCA, he shall 
comply fully with the terms and conditions of the 
Judgment of Permanent Injunction (the “Judgment”) 
entered on August 9, 1977, against SCA in the United 
States District Court for the District of Columbia in 
the action entitled Securities and Exchange 
Commission v. SCA Services, Inc., et al., Civil No. 
77-1374, (D.C.D.C.), receipt of which Judgment he 
acknowledges, and that he shal! use his best efforts, 
as an officer or employee of SCA, to cause SCA to be 
in full compliance with the terms and conditions of 
such Judgment. 


(2) That he shall cooperate with and assist the Audit 
Committee of SCA, to whatever extent requested, in 
fulfilling their duties, including but not limited to any 
review of disputes between SCA’s independent 
auditors and SCA as provided in Paragraph V of the 
aforesaid Judgment. 


(3) That, whenever he is requested by the 
independent outside auditors of an issuer which files 
or is required to file reports with the Commission 
(‘Reporting Issuer’), of which Reporting Issuer 
Flannelly is an officer or employee, to provide them 
with an affirmative written letter of representation 
concerning any fact or facts,’ prior to signing, and 
recognizing that he is not thereby purporting to act as 
an independent auditor, he shall: 


(i) satisfy himself through consultation 
with appropriate persons within the Report- 
ing Issuer having knowledge of such fact or 
facts, and through examination of appro- 
priate supporting documentation, that such 
facts are represented to be therein, and 


(ii) inform the Reporting Issuer’s directors 
or Audit Committee of the requested 
representation, the steps he has taken to 
satisfy himself, and of such conclusions as 
he has reached with respect thereto. 


(4) That, as an officer or employee of SCA, he shall 
use his best efforts to assure that transactions 
between SCA and affiliated persons and other 
non-arm’s length transactions are properly reviewed 
as to business purpose, terms, authorization and 
documentation and that any questions in connection 
therewith are reported to SCA’s Board of Directors. 





9 Such letter is distinguished from the customary 


letter of representation delivered to independent 
auditors which is sometimes referred to as the 
“management representation letter’ which normally 
includes a caveat that the representations are “to the 
best of the knowledge and belief” of the signatories. 


(5) That, as an officer or employee of any Reporting 
Issuer, he shall use his best efforts, consistent with 
the duties and responsibilities of his position, to 
cause such Reporting Issuer to be in full compliance 
with the reporting requirements of the Securities 
Exchange Act of 1934 and the rules and regulations 
thereunder, and his failure to comply with the 
provisions of this paragraph (5) at any time within 
three (3) years from the date of the order herein, but 
not thereafter, may be used as the sole basis for 
reopening the instant proceeding; provided that the 
instant proceeding shall not be reopened for any 
reason after five (5) years from the date of the order 
herein. 


(6) That any violation of the undertakings set forth in 
paragraphs (1) through (4) herein shall, if occurring 
within five (5) years from the date of the order herein, 
constitute improper professional conduct for pur- 
poses of Rule 2(e) of the Commission’s Rules of 
Practice and may be the basis for reopening the 
instant proceeding and imposition therein by the 
Commission of appropriate remedial sanctions. 


vi 
ORDER 


In view of the foregoing, the Commission deems it 
appropriate in the public interest to accept the offer of 
settlement of Flannelly and, accordingly, 


IT iS ORDERED that proceedings pursuant to Rule 
2(e) of the Commission’s Rules of Practice be, and 
they hereby are, instituted against Gerald J. Flannelly, 
and that he comply with his undertakings set forth 
above, that his conduct described herein be, and it 
hereby is, found to be censurable, and that, subject 
only to the express conditions set forth above 
regarding reopening this proceeding, all proceedings 
against him are hereby fully and finally terminated and 
resolved. 


By the Commission. 
participating.) 


(Commissioner Karmel not 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15182/September 22, 1978 


In the Matter of 
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AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 

New York, New York 10005 
(SR-Amex-78-16) 


ORDER APPROVING PROPOSED RULE CHANGE 


On August 2, 1978, the American Stock Exchange, 
inc. (“Amex”) filed with the Commission, pursuant to 
-Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would subject option market-makers on other 
exchanges, for orders sent to the Amex in 
dually-traded options, to the same rules of execution 
priority to which Amex market-makers, called 
registered options traders are subject. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-15054, 
August 10, 1978) and by publication in the Federal 
Register (43 FR 36726, August 18, 1978). All written 
statements with respect to the proposed rule change 
which were filed with the Commission and all written 
communications relating to the proposed rule change 
between the Commission and any person were 
considered and (with the exception of those 
statements or communications which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. §552) were made available to 
the public at the Commission’s Public Reference 
Room. 


The Amex proposed rule change is similar to a rule 
change of the Chicago Board Options Exchange, Inc. 
(“CBOE”), approved by the Commission in Securities 
Exchange Act Release No. 14677 (April 18, 1978), 
which extended to all non-member broker-dealers the 
rules governing execution priority applicable to CBOE 
members. As in the case of the earlier CBOE rule, the 
proposed Amex rule appears reasonably calculated to 
further the protection of investors and to enhance the 
ability of investors’ orders to meet without 
participation by a dealer and the Commission 
concludes that furtherance of these statutory goals, in 
this circumstance, outweighs any burden on 
competition which may be imposed upon non-member 
broker-dealers. 


The Commission therefore finds that the proposed 
rule change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to national securities exchanges. In 
particular, the proposed rule change is consistent 
with the investor protection purposes of Section 6 and 
furthers the purpose of Section 11A(a)(1)(C)(v) by 
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enhancing the ability of investors’ orders to meet 
without participation by a dealer. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15183/September 22, 1978 


A notice has been issued giving interested persons 
until October 20 to comment on the application to 
withdraw the common stock ($.10 Par Value) of 
Medenco, Inc. from listing and registration on the 
American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15184/September 25, 1978 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of over-the-counter trading for the period 
commencing at 10:00 a.m. (EDT) on September 25, 
1978 and terminating at midnight (EDT) on October 4, 
1978 of the securities of Pasta King, Inc. (“Pasta 
King’), a Delaware corporation with principal 
executive offices located at 2460 West 26th Avenus, 
Denver, Colorado 80211. 


The Commission initiated the suspension of trading in 
the securities of Pasta King because of the company’s 
failure to file with the Commission its Annual Report 
on Form 10-K for the fiscal year ended May 31, 1978, 
due to have been filed by August 29, 1978, resulting in 
the lack of current adequate and accurate public 
information about the company’s operations and 
financial condition. 





In addition, in an application for an extension of time 
for furnishing information pursuant to Section 13 of 
the Exchange Act, the company stated that its current 
Form 10-K may show significant changes in the 
company’s financial condition. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along 
with all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to 
the fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension; no quotation may be entered unless and 
until they have strictly complied with all the 
provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
said rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15185/September 25, 1978 


An order has been issued granting the application to 
strike the 5-1/2% Convertible Subordinated Deben- 
tures of Federal Pacific Electric Company from listing 
and registration on the Boston Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15186/September 25, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE, INCORPORATED 


File No. SR-MSE-78-21 


The Midwest Stock Exchange, Incorporated (“MSE”) 
submitted on September 6, 1978, a proposed rule 
change under Rule 19b-4 to provide for two additional 
exceptions to the rule restricting trading in 
out-of-the-money options. First, investors would be 
permitted to enter an order for out-of-the-money 
options provided that such order would result in a 
spread position. Such exception would not permit an 
investor to initiate an opening purchase or sale in 
out-of-the-money options and subsequently execute 
the other side of the spread. Second, investors would 
be permitted to purchase (opening) out-of-the-money 
puts provided such position is offset in the account 
by long stock or convertible security positions. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 2, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-MSE-78-21. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15187/September 25, 1978 
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The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of over-the-counter trading for the period 
commencing at 3:30 p.m. (EDT) on September 25, 
1972 and terminating at midnight (EDT) on October 4, 
1978 of the Securities of the Following issuers which 
have failed to file with the Commission the indicated 
reports: 


CAYMAN CORP. (a Delaware corporation); 
609 Silver Spur Road, Palos Verdes 
Peninsula, California 90274. Form 10-K 
annual report for fiscal year ended May 31, 
1978. 


ILIKON CORP. (a Delaware corporation); 
1700 West 79th Street, Bridgeview, Illinois. 
Form 10-K annual report for fiscal year 
ended May 31, 1978. 


MACKEY INTERNATIONAL, INC. (a Florida 
corporation); 3116 South Andrews Avenue, 
Fort Lauderdale, Florida 33316. Form 10-K 
annual report for fiscal year ended 
December 31, 1977 and Form 10-Q quarterly 
reports for fiscal quarters ended March 31, 
1978 and June 30, 1978. 


The Commission initiated the suspensions of trading 
in the securities of the above companies because of 
the companies’ failure to file the indicated reports, 
resulting in the lack of current adequate and accurate 
public information about their financial condition and 
operations. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along 
with all other currently available information and any 
information subsequently issued by the companies. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the 
Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless and 
until they have strictly complied with all the 
provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with 
said rule, he should not enter any quotation but 
immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or 
dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time 
as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in 
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violation of said rule, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15188/September 25, 1978 


In the Matter of 

THE OPTIONS CLEARING CORPORATION (“OCC”) 
(SR-OCC-78-1) 

ORDER APPROVING PROPOSED RULE CHANGE 


On May 15, 1978, OCC filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change which increased the margin 
requirements for certain low-priced, volatile, spot 
month options. Specifically, the proposal prescribes 
minimum marking prices for short positions in such 
options. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14798, May 
24, 1978) and by publication in the Federal Register 
(43 FR 23775, June 1, 1978). No written comments 
were received by the Commission. By letter dated July 
18, 1978, OCC submitted the results of a test which, 
among other things, determined the effect of the 
proposal on clearing members’ margin obligations. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to clearing 
agencies, and in particular, the requirements of 
Section 17A and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15189/September 25, 1978 


In the Matter of 

THE OPTIONS CLEARING CORPORATION 
(SR-OCC-78-2) 

ORDER APPROVING PROPOSED RULE CHANGE 


On May 15, 1978, OCC filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change revising the formula used to 
determine the variable portion of clearing members’ 
clearing fund contributions. Currently, that calcula- 
tion is based on a clearing member’s open interest, 
that is, the number of option contracts held in short 
positions. OCC proposes to change the basis of the 
calculation to the value of the clearing member’s open 
interest. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14801, May 
25, 1978) and by publication in the Federal Register 
(43 FR 24157, June 2, 1978). No written comments 
were received by the Commission. By letter dated July 
18, 1978, OCC submitted the results of a test which, 
among other things, determined the effect of the 
proposed clearing fund formula on the size of the 
OCC clearing fund. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to clearing 
agencies, and in particular, the requirements of 
Section 17A and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15190/September 25, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CINCINNATI STOCK EXCHANGE 


File No. SR-CSE-78-2 


The Cincinnati Stock Exchange (“CSE”) submitted on 
September 25, 1978, a proposed rule change under 
Rule 19b-4 to extend its Rule 9D3 (Temporary), 
concerning multiple dealer trading, and the pilot 
program authorized thereby, until January 31, 1980. 


Publication of the submission is expected to be made 
in the Federal Register during the week of September 
25, 1978. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine whether 
the proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views, and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-CSE-78-2. 


Copies of the submission and all subsequent 
amendments, and copies of all written statements 
with respect to the proposed rule change which are 
filed with the Commission and all written communi- 
cations relating to the proposed rule change between 
the Commission and any person, other than those 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. § 552, will be available 
for inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 


‘D.C. 


Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15191/September 26, 1978 


In the Matter of 
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BOSTON STOCK EXCHANGE, INC. 
53 State Street 
Boston, Massachusetts 02109 


CINCINNATI STOCK EXCHANGE, INC. 
209 Dixie Terminal Building 
Cincinnati, Ohio 45202 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60604 


PACIFIC STOCK EXCHANGE, INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


NATIONAL ASSOCIATION OF SECURITIES DEAL- 
ERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


Plans filed pursuant to 17 CFR 240.17d-2 
(File Nos. 4-196, 4-273, 4-274, 4-267) 
TEMPORARY ORDER GRANTING APPROVAL 


Notice is hereby given that the Securities and 
Exchange Commission (the “‘Commission’’) has 
issued an Order, pursuant to Sections 17(d)(1) and 
11A(a)(3)(B) of the Securities Exchange Act of 1934 
(the “Act”) (15 U.S.C. 78q(d)(1) and 78k-1(a)(3)(B)) 
granting approval, for a period of 270 days from the 
date of this Order, of plans for allocating regulatory 
responsibilities (the “Plans’”) filed pursuant to 17 CFR 
240.17d-2 (‘Section 240.17d-2’’) by the National 
Association of Securities Dealers, Inc. (“NASD”) in 
conjunction with each of the Boston Stock Exchange, 
Inc. (“BSE”), Cincinnati Stock Exchange, Inc. 
(“CSE”), Midwest Stock Exchange, Inc. (“MSE”), and 
Pacific Stock Exchange, Incorporated (“PSE”) (the 
“participating exchanges” and, with the NASD, the 
“parties”).! 


Accordingly, for the period of temporary approval, the 
NASD shall assume, in addition to the regulatory 
responsibilities it already has under the Act, 
regulatory responsibilities allocated to it by the Plans, 
subject to the terms and conditions set forth in this 
Order, with respect to certain brokers and dealers 
which belong to both the NASD and one or more of 
the participating exchanges. At the same time, the 
BSE, CSE, MSE, and PSE shall be relieved of the 
regulatory responsibilities thus allocated to the 





1 Citations to a particular allocation Plan will be to 
“NASD/[name of exchange].” 
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NASD. The Commission expects temporary approval 
of the Plans to give it the opportunity to review and 
evaluate the findings of the Special Study of the 
Options Markets (the “Options Study”)2 before taking 
further action on the Plans. 


In addition, the Commission has determined not to 
give further consideration to the Plans unless the 
parties submit, within 180 days of the date of this 
Order or later if the Commission grants an extension 
to the parties, amendments which would allocate 
regulatory responsibilities not covered by the Plans as 
filed and supplementary information which would 
facilitate Commission oversight of broker-dealer 
examination programs under the Plans. 


1. BACKGROUND 


Absent reasonable justification or excuse, Section 
19(g)(1) of the Act (15 U.S.C. 78s(g)(1)) obligates 
every self-regulatory organization (“SRO”) (as defined 
in Section 3(a)(26) of the Act, 15 U.S.C. 78c(a)(26)) to 
examine for and enforce compliance with its own 
rules and the Act anc rules and regulations thereunder 
by each of its memoers (as defined in Section 3(a)(3) 
of the Act, 15 U.S.C. 78c(a)(3)), persons associated 
with its members (as defined in Section 3(a)(18) of the 
Act, 15 U.S.C. 78c(a)(18)), or its participants (as 
defined in Section 3(a)(24) of the Act, 15 U.S.C. 
78c(a)(24)).3 For a broker or dealer which belongs to 
more than one SRO (“dual member”), this statutory 
obligation could result in a pattern of multiple 
examinations by each such SRO, creating unneces- 
sary regulatory duplication and added expense for a 
firm and the industry. At the same time, violations by 
a firm could escape detection since they might fall 
between the perceived responsibilites of the SROs. 


Section 17(d)(1) of the Act (15 U.S.C. 78q(d)(1)), was 
intended, in part, to eliminate overlaps and gaps in 





2 See Securities Exchange Act Release No. 14056 
(October 17, 1977), 42 FR 56706 (1977), announcing the 
commencement of this investigative proceeding 
concerning trading of standardized options and its 
regulation. 


3 The responsibility which Section 19(g)(1) imposes is 
subject to Sections 17(d) and 19(g)(2) of the Act, 15 
U.S.C. 78q(d) and 78s(g)(2). 


4 Securities Acts Amendments of 1975, Report of the 
Senate Comm. on Banking, Housing, and Urban 
Affairs to Accompany S. 249, S. Rep. No. 94-75, 94th 
Cong., 1st Sess. 32 (1975) [hereinafter cited as Senate 
Report]. 





the regulatory pattern.5 With respect to a member or 
participant of more than one SRO, Section 17(d)(1) 
authorizes the Commission, by rule or order, to relieve 
an SRO of the responsibility to receive regulatory 
reports, to examine for and enforce compliance with 
applicable statutes, rules and regulations, or to 
perform other specified regulatory functions. 


On April 20, 1976, the Commission adopted 17 CFR 
240.17d-1 (“Section 240.17d-1”).6 The rule provides 
that, with respect to a member of the Securities 
Investor Protection Corporation (“SIPC”) which is also 
a member or participant of more than one SRO, the 
Commission shall name a single SRO as designated 
examining authority (“DEA”)? to examine the firm for 
compliance with all financial responsibility rules 
which apply, including those promulgated by the 
Commission.° Once an SRO has been named a dual 
member’s DEA, all other SROs to which the dual 
member belongs are relieved of the responsibility to 
examine the firm for compliance with financial 
responsibility rules. 


On its face, Section 240.17d-1 deals with financial 
responsibility compliance and no other aspect of an 
SRO’s responsibilities. Thus, every SRO continues to 
be obligated, whether or not it is the DEA, to examine 
a dual member for compliance with its own rules and 
provisions of the Act and rules and regulations 
thereunder governing matters other than financial 





5 Id. 


6 Securities Exchange Act Release No. 12352 (April 20, 
1976), 41 FR 18809 (1976). 


7 Hereafter, unless otherwise indicated, the terms 
“DEA” and “designation” will be used to refer only to 
allocation of the responsibility to examine for com- 
pliance with applicable financial responsibility rules 
made pursuant to delegated authority by the Division 
of Market Regulation (the “Division”) under Section 
240.17d-1. Pursuant to plans filed by the SROs under 
17 CFR 240.17a-5, a broker or dealer must file its 
Financial and Operational Combined Uniform Single 
(“FOCUS”) report with only its DEA. 


8 Formerly, SIPC had the authority to make 
designations for financial responsibility compliance 
under Section 9(c) of the Securities Investor Protection 
Act of 1970 (“SIPA”). Pub. L. No. 91-598, §9(c), 84 Stat. 
1654. Section 26 of the Securities Acts Amendments of 
1975 (the “1975 Amendments”), Pub. L. No. 94-29, §26, 
89 Stat. 163, amended Section 9(c), current version at 
15 U.S.C. 78iii(c)), and transferred to the Commission 
the authority to make the designation under Section 
17(d) of the Act. 


responsibility. Such matters include sales practices, 
standardized options transactions and marketmaking 
and trading activities and practices. 


On October 28, 1976, the Commission adopted 
Section 240.17d-29 That section is significantly 
broader in scope than Section 240.17d-1. It permits 
SROs to submit to the Commission joint plans 
proposing allocations of their regulatory responsibili- 
ties with respect to dual members. 'Y It also permits 
the Commission to relieve an SRO of any regulatory 
responsibilities imposed on the SRO with respect to a 
dual member, including the responsibility to examine 
the dual member for compliance with the Act, rules 
and regualtions thereunder, and the SRO’s own rules, 
and, in effect, to allocate such responsibility to 
another SRO. 


On October 25, 1977, the Commission published 
notice of filing of the NASD’s Plans with the BSE, 
CSE, MSE, and PSE,'! as required by Section 
240.17d-2(c). No comments were received. 


Ul. DISCUSSION 


A. Description of the Operation of the Plans Subject 
to the Terms and Conditions Set Forth in This Order 


1. Examinations 


The NASD is allocated responsibility for monitoring 
the financial and operational condition, and for 
conducting on-site examinations, of each dual 
member for which it is the DEA under Section 
240.17d-1. the NASD’s on-site examining responsibil- 
ity shall require it to conduct both routine and special 
examinations for compliance with the provisions of 
the Act, rules and regulations thereunder, its own 
rules, and exchange rules which are comparable to 
any of these. The NASD shall also examine a dual 
member whose DEA it is under Rule 17d-1 for 
compliance with “unique exchange rules,” j.e., those 





9 Securities Exchange Act Release No. 12935 (October 
28, 1976), 41 FR 49093 (1976). 


10 The Commission extended the filing date for initial 
plans from March 15 to May 15, 1977. Securities 
Exchange Act Release No. 13537 (May 12, 1977), 42 FR 
26274 (1977). The rule permits proposals for 
reallocation subsequent to this period when changes 
are necessary or appropriate. 


11 Securities Exchange Act Release Nos. 14091, 14094, 
14098, and 14095, respectively, (October 25, 1977), 42 
FR 57197-198 (1977). 
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exchange rules (1) with which compliance cannot be 
monitored by surveillance on or through the 
exchange’s trading facilities (“Marketplace surveil- 
lance”) and (2) to which neither provisions of the Act 
and rules and regulations thereunder nor NASD rules 
are comparable, if such unique exchange rules are 
regulatory, as opposed to purely administrative or 
housekeeping, in nature. Under the MSE and PSE 
Plans all MSE and PSE standardized option rules with 
which compliance cannot be monitored through 
marketplace surveillance shall not be deemed to be 
unique rules of those exchanges and regulatory in 
nature, and accordingly, subject to NASD examina- 
tion. While the NASD shall be responsible in general 
for examining for compliance with unique exchange 
rules (including unique CSE rules) which are 
regulatory in nature, the CSE Plan and this Order shall 
not require the NASD to assume responsibility for 
compliance with any unique CSE rules Goreriin, 
trading in the CSE multiple dealer trading system, ! 
whether or not they are regulatory in nature. 


In addition, the NASD shall examine a dual member 
for which it is DEA under Rule 17d-1 for compliance 
with unique administrative or housekeeping rules of a 
participating exchange if the exchange had been the 
dual member’s DEA before the NASD was named 
DEA. Each exchange shall retain the responsibility, 
however, to enforce compliance with its unique 
administrative or housekeeping rules by a dual 
member whose DEA under Section 240.17d-1 is the 
NASD, if that exchange shall examine the dual 
member for compliance with its unique administrative 
or housekeeping rules, unless the exchange monitors 
compliance by alternative means which the 
Commission deems to be satisfactory. 


Each exchange shall retain responsibility for 
marketplace surveillance. 


2. Membership Services 


“Membership services” includes processing and 
acting upon a member’s requests to open, close, or 
relocate branch offices and maintaining related 
records. It also includes processing and acting upon 
applications submitted by a member on behalf of 
persons seeking to become associated, or to change 





12 See Securities Exchange Act Release No. 14675 
(April 18, 1978), 43 FR 17894 (April 26, 1978). The CSE 
expect to engage under a separate agreement an 
auditor or another SRO to conduct any examinations 
required during the course of the pilot program to 
regulate the trading system. 
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the nature of their association, with such member and 
maintaining related records. 


Pursuant to this Order, the NASD shall be responsible 
for performing membership services with respect to 
all dual members for the CSE under that exchange’s 
Plan with the NASD. The NASD shall also be 
responsible for performing membership services for 
the BSE, MSE, and PSE under their respective Plans 
with respect to dual members for which the NASD is 
the DEA, ij.e., those as to which the NASD is also 
allocated on-site examining responsibility under the 
Plans. 


Accordingly, the NASD shall maintain appropriate 
records for the exchanges with regard to requests by 
dual members covered by the Plans to open, close, or 
relocate branch offices. The dual members shall 
submit such request to the NASD, and the NASD shall 
maintain such information and advise the exchanges 
monthly of openings, closings, and address changes 
of branch and main offices and of the names of 
branch office managers. 4 Although the NASD shall 
be responsible for performing this function, it shall 
forward dual members’ application for opening branch 
offices to the appropriate exchanges for approval, 
because the NASD’s rules do not require its members 
to obtain prior approval of branch office openings. In 
its examinations of dual members under the Plans the 
NASD shall, however, ascertain whether they obtained 
exchange approval, if required, for the opening of 
branch offices. 


The NASD shall be decision-maker as well as 
record-keeper with respect to persons requiring NASD 
and exchange approval to become associated, or to 
change the nature of their association, with dual 
members covered by the Plans. A dual member shall 
submit Form U-415 and other pertinent information to 
the NASD on an applicant’s behalf. The NASD shall be 
responsible for processing and either approving or 





13 While the NASD has indicated that it will provide 
membership services to the BSE with respect to certain 
sole BSE members, the Commission does not, by 
virtue of this Order, express an opinion as to either the 
merits or the legality of such an arrangement. 


14 NASD/BSE, §7; NASD/CSE, §6; NASD/MSE, §6; 
NASD/PSE, §7. 


15 Form U-4 is a uniform registration form for 
securities industry representatives, agents and certain 
associated persons. It has been adopted by all SROs, 
49 states, and the Commission. 





disapproving the application.16 if it bars a person 
from becoming associated with a dual member based 
on failure to pass a required examination or to comply 
with qualification standards or administrative 
requirements, the NASD shall provide the necessary 
due process to the applicant or aggrieved person, and 
if its action becomes final, the NASD shall file the 
appropriate notice with the Commission under 17 CFR 
240.19d-1 (“Section 240.19d-1”). 


The NASD shall forward to each interested exchange 
for its review the application of a person seeking 
association of a type not requiring NASD approval, 
e.g., aS a shareholder associate or approved person. 


If the NASD discovers, as a result of processing 
submissions, that a dual member or person 
associated, or seeking to become associated, with a 
dual member is subject to a statutory disqualification, 
the NASD shall decide whether the person is, or 
continues to be, acceptable under Sections 15A(g) 
and 6(c) of the Act (15 U.S.C. 780-3(g) and 78f(c)). The 
NASD shall notify the interested exchanges of the 
commencement of any proceeding to determine the 
acceptability of the person and keep the exchanges 
apprised of the pertinent facts. The NASD shall 
consider any supplementary information the ex- 
changes might furnish, but the NASD’s National 
Business Conduct Committee, or, if appropriate, its 
Board of Governors, shall make the final decision. 


Once the NASD renders its decision, matters shall 
proceed as they would have proceeded prior to 
approval of the Plans. The Plans shall not preclude an 
exchange from taking different action than the NASD. 
If it disagrees with the NASD, an exchange may file 
notice separately either under Section 240.19d-1, or 17 
CFR 240.19h-1 (“Section 240.19h-1”). The Commis- 
sion would settle a dispute by reviewing, as it would 
absent a dispute, the Section 240.19h-1 notice filed by 
either the exchange or the NASD. 


The Plans apply only to brokers and dealers which are 
members of both the NASD and the given exchange. 
Accordingly, a broker or dealer not yet a member of 
either the NASD or the given exchange, or both, must 
still submit separate membership applications to the 
NASD and/or the exchange. Each SRO shall 
independently decide whether to admit the applicant 





16 Although a dual member shall no longer be required 
to make duplicate filings with the NASD and the 
participating exchanges regarding both branch offices 
and associated persons, such dual member shall 
continue to be subject to comparable filing 
requirements of the nonparticipating exchanges to 
which it belongs. 


to membership.!7 Both the NASD and the exchanges 
shall maintain their own membership records for dual, 
as well as sole, members. 


The NASD shall advise the exchanges monthly of 
changes in the status of persons associated with the 
dual members covered by the Plans.1 


3. Disciplinary Proceedings 


The NASD shall advise an interested exchange with 
which it has a Plan of any apparent violations of 
NASD rules, the Act and rules and regulations 
thereunder or the exchange’s rules which the NASD 
discovers while discharging its responsibilities under 
the given Plan. The NASD, however, shall have the 
responsibility to conduct disciplinary proceedings 
(“enforcement responsibility”) for apparent violations 
of NASD rules and/or provisions of the Act and rules 
and regulations thereunder. 


The NASD shall refer to the BSE, MSE, or PSE, for 
such disciplinary action by the exchange as the 
exchange deems necessary or appropriate, any 
apparent violation of unique exchange rules which the 
NASD discovers in the performance of its regulatory 
responsibilities under the Plans. On a case-by-case 
basis, the BSE, MSE or PSE may authorize the NASD 
to conduct any such disciplinary proceedings.20 In 
addition, the BSE, MSE, or PSE may intervene and 
assume jurisidiction if a dual member is the subject of 
an NASD investigation relating to a transaction on the 





17 Where a member of only one party applies for 


‘membership in the other party, the Plans do not 


expressly provide for the first party to furnish any 
material in its files about such member to the second 
party. Neither do the Plans provide for such a transfer 
of information if a member of only one party withdraws 
and joins the other party. The Commission 
understands, however, that there will be a free 
exchange of such information between the NASD and 
the exchanges. 


18 NASD/BSE, §6; NASD/CSE, §6; NASD/MSE, §5; 
NASD/PSE, §6. 


19 the NASD shall conduct such proceedings under the 
Plans only against dual members for which it is the 
DEA or against persons associated with such dual 
members, because the Plans so limit the persons with 
respect to which the NASD is allocated enforcement 
responsibility. 


20 NASD/BSE, §4; NASD/MSE, §3; NASD/PSE, §4. 


SEC DOCKET/1167 





given exchange.2! The BSE or PSE may assert 
jurisidiction, as provided in their Plans, over an 
investigation of a dual member commenced by the 
NASD and related to a transaction in connection with 
which an extension of time under 12 CFR 220.1-.8 
(“Regulation T”) was requested of, or granted by, the 
exchange. 


The NASD shall conduct all disciplinary proceedings 
for apparent violations of its own rules, provisions of 
the Act, rules or regulations thereunder or CSE rules 
which it discovers in the performance of its 
responsibilities under the CSE Plan. The CSE, 
however, may assume jurisidiction and responsibility 
for conducting disciplinary proceedings for apparent 
violations related to transactions on the CSE affecting 
CSE-listed securities or any other activities having a 
unique reference to the CSE. 


4. Extension Requests Under Regulation T and 17 
CFR 240.15c3-3 (‘‘Section 240.15c3-3”) 


Under the Plans and pursuant to this Order, the NASD 
as well as the BSE, CSE, MSE, and PSE shall 
continue to process requests which they receive for 
extensions of time under Regulation T and Section 
240.15c3-3.24 The Commission understands that all 
parties shall retain both the responsibility and the 
authority to process these requests, whether or not 
specifically provided in the Plans as filed, because the 
Plans do not make any allocation of the responsibility 
to a single SRO. 


The NASD shall have examining responsibility for 
compliance with Regulation T and Section 240.15c3-3, 
and the NASD shall have exclusive responsibility with 
respect to related enforcement activities, except in 
instances where the BSE or PSE asserts jurisdiction 
concurrently with the NASD.29 To permit the parties 
to fulfill their responsibilities for handling extension 
requests and related examining and enforcement 
responsibilities, each party shall keep the other 
informed of its activities in this area. 





21 Concurrently with the NASD under the BSE and PSE 
Plans and alone under the MSE Plan. 


22 See discussion infra. 
23 NASD/CSE, §4. 
24 NASD/BSE. §9; NASD/MSE, §8; NASD/PSE, §9. 


25 See discussion Supra. 


26 NASD/BSE, §9; NASD/MSE, §8; NASD/PSE, §9. 
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5. Collection and Sharing of Information 


The NASD shall be obligated to make any information 
it obtains in the performance of regulatory 
responsibilities under the Plans available to the BSE, 
CSE, MSE, or PSE, in response to a particular 
request. In addition to, but not in limitation of that 
obligation, the NASD shall be responsible for 
reporting to the BSE, CSE, MSE or PSE any adverse 
information which the NASD discovers about a dual 
member’s financial condition which should be known 
by the exchange or, in the case of the MSE or PSE, by 
its subsidiaries. The NASD shall also furnish the 
results of examinations it conducts under the Plans to 
a participating exchange on a routine basis if, after its 
Plan becomes effective, the exchange requests the 
NASD to do so. The BSE, MSE, and PSE undertake 
explicitly to maintain the confidentiality of informa- 
tion they receive from the NASD. 


Similarly, the exchanges shall provide the NASD with 
any information relevant to the NASD’s examining and 
enforcement responsibilities under the Plans. In 
particular, they shall make known to the NASD ail 
customer complaints about dual members for which 
the NASD has examining responsibility under the 
Plans. 


6. Invalidation of Terms 


To the extent they are inconsistent with the provisions 
of the Plans, subsequent changes in applicable laws 
or Commission rules or regulations, or restructuring 
of the regulatory framework shall supersede such 
provisions. 


7. Cancellation and Fees 


For three years the NASD shall not charge the BSE or 
PSE any fees for performing regulatory responsibili- 
ties under the Plans. If after three years the NASD 
chooses to impose charges, it shall give prior notice 
to the BSE and PSE which then may unilaterally 
terminate their agreements with the NASD subject to 
Commission approval.©Y In addition, the BSE may 
terminate its agreement without reason, subject to 
Commission approval, if it gives the NASD 30 days, 





27 NASD/CSE, §5; NASD/BSE, §5; NASD/MSE, §4; 
NASD/PSE, §5. 


28 NASD/BSE, §3; NASD/CSE, §3; NASD/MSE, §2; 
NASD/PSE, §3. 


29NASD/BSE, §2; NASD/PSE, §2. 





notice and an opportunity to be heard.30 The PSE 
may, subject to Commission approval, terminate its 
agreement for cause if it gives 30 days’ notice to the 
NASD and an opportunity to the NASD to be heard.31 


The NASD shall charge the MSE no fee for performing 
regulatory responsibilities under the MSE Plan during 
the period of temporary approval. The NASD or the 
MSE may cancel their agreement without cause with 
one year’s written notice and Commission approval. If 
at any time the NASD imposes charges for performing 
regulatory responsibilities under the CSE Plan, the 
CSE may unilaterally terminate the agreement subject 
to Commission approval. 


The Commission may amend, modify, or terminate 
any of the Plans in a manner consistent with the 
provisions of the Act and Section 240.17d-2. 


8. Limitation of Liability 


The civil liability of one party to a Plan and its 
officers, directors, governors, and employees 
(“personnel”) shall be limited to actual damages 
suffered by the other party and attributable to the 
willful misconduct of the first party or its personnel in 
fulfilling its regulatory responsibilities under the 
Plans. 


Both parties disclaim all warranties on 


performance of their respective responsibilities.9 
This disclaimer provision shall have no impact on the 
rights of third parties under federal law. 


B. Statutory Criteria 


In deciding to approve the proposed allocation plans 
on a temporary basis the Commission has considered 


the regulatory capabilities and procedures 
of the self-regulatory organizations, availa- 
bility of staff, convenience of location, 





30 NASD/BSE, §10. 
31 NASD/PSE, §10. 
32 NASD/CSE, §2. 


33 NASD/BSE at 8; NASD/CSE at 4; NASD/MSE at 8; 
NASD/PSE at 8. 


34 SROs were not intended to become insurers of their 
members’ compliance. Senate Report, supra note 4, at 
33-34. 


unnecessary regulatory duplicaion, and 
such other factors as the Commission may 
consider germane to the protection of 
investors, cooperation and coordination 
among self-regulatory organizations, and 
the development of a national market 
system and a national system for the 
clearance and settlement of securities 
transactions . . .35 


as required by Section 17(d)(1) of the Act and Section 
240.17d-2. 


1. Regulatory Capabilities and Procedures 


By comparing the examination checklists of the BSE, 
MSE, and PSE with those of the NASD, the parties 
isolated those items which were designed for 
ascertaining compliance by a member with unique 
exchange rules, including rules governing standard- 
ized options transactions, with which the exchanges 
monitor compliance by on-site examination.“° The 
NASD has added new items for reporting compliance 
with these unique exchange rules to its own 
examination checklists and has adopted examination 
procedures for ascertaining the extent of compliance 
with such rules. In addition, the NASD has conducted 
training seminars to introduce the new items on its 
examination procedures. 


The Commission is at present unable to determine 
whether the comparison of examination checklists 
which the NASD conducted with each of the BSE, CSE, 
MSE, and PSE identified all of those exchanges’ 
unique rules. The Commission has therefore 
conditioned further consideration of the BSE, CSE, 
MSE, and PSE Plans on submission by the respective 
parties within 180 days of the date of this Order of a 
side-by-side comparison of those rules of the NASD 
and the given exchange which cannot be monitored by 
marketplace surveillance. Unique exchange rules shall 
be identified and then categorized as either regulatory 
rules or administrative and housekeeping rules. In 
addition, all parties must submit as a condition of 
further consideration of their Plans an index correlating 
the rules and regulations under the Act and the NASD 
and exchange rules with which compliance cannot be 





35 Section 17(d)(1) of the Act, 15 U.S.C. 78q(d)(1). 


36 The NASD has not amended its examination 
checklists or procedures to accommodate unique CSE 
rules since the CSE currently is in the process of an 
extensive revision of its rules and, had the NASD 
adopted new checklist items or procedures based on 
existing CSE rules, they would soon have been 
obsolete. 
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monitored by marketplace surveillance with the items 
under which compliance is to be reported in existing 
examination checklists of both the NASD and the given 
exchange.’ These exercises will further clarify the 
parties’ respective responsibilities under the Plans and 
enable the Commission’s staff to upgrade its oversight 
of the NASD’s and exchanges’ examining programs for 
both dual and sole members. 


Although the parties have not persuaded the 
Commission that they have isolated every unique 
exchange rule with which the NASD must examine for 
compliance both under the Plans and in accordance 
with the terms and conditions set forth in this Order, 
the Commission does not find that the NASD’s 
examination program as contemplated is inadequate. 
To the contrary, the Commission has determined that 
while the NASD’s checklists and procedures may 
require amendment or revision, they nevertheless 
constitute an acceptable mechanism for monitoring 
compliance with applicable statutes, rules, and 
regulations. The Options Study and other Division staff 
are currently reviewing the NASD’s proposed 
standardized options compliance procedures and, after 
the conclusion of the Options Study, the Division staff 
will continue to monitor, as a matter of course, the 
sufficiency of all examination procedures established 
by the NASD. Division staff will also continue to 
conduct oversight examinations of the NASD and the 
exchanges to determine whether they are conscien- 
tiously discharging their regulatory responsibilities 
under both the Act and the Plans. 


2. Availability of Staff 


Shortly after the Plans were signed and disclosure of 
their terms was made, the Division staff redesignated 
to the NASD, pursuant to delegated authority, nearly 
180 dual members for which either the BSE, MSE, or 
PSE had been the DEA under Section 240.17d-1, sub- 
stantially decreasing the examining staff requirements 





37 Since the CSE has indicated that it intends to file 
extensive revisions to its existing rules, those rule 
changes should be used as the basis for the CSE’s 
comparison, classification, and correlation. If the 
Commission does not approve the rule change 
proposal in sufficient time to permit the parties to 
prepare the rules comparison, classfication, and 
correlation within 180 days of the date of this Order, 
the CSE may petition the Commission either to extend 
the time within which such submissions must be made 
or to direct the parties to use the CSE’s unamended 
rules. In the event that the CSE becomes the examining 
authority for any dual or sole member, it will be 
required to submit promptly an examination checklist 
and correlation of its rules to its examination checklist. 
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of those exchanges.°8 


The NASD, on the other hand, has assimilated into its 
regular surveillance and annual examination programs 
for NASD-designated firms those dual members 
redesignated to the NASD from the BSE, MSE, and 
PSE. The total number of routine examinations to be 
conducted annually by the NASD has _ increased, 
however, by only half as many as the number of dual 
members redesignated to the NASD, because the firms 
were formerly staggered on a two-year examination 
cycle. 


The Commission’s staff is reviewing the NASD’s 
proposed budget for the fiscal year beginning 
September 1, 1978, which was submitted in connection 
with a proposed rule change recently filed by the NASD 
under Section 19(b)(3) of the Act (15 U.S.C. 78s(b)(3)) 
to amend its schedule of member assessments.’ The 
NASD based its proposed examining staff authoriza- 
tions on a review of its current manpower 
requirements. 


Commission staff will continue to monitor the NASD’s 
performance under the Plans as a matter of course, and 
the Commission may consider alternative allocations 
of regulatory responsibilities if its review of the 
NASD’s regulatory capabilities and procedures and its 
staffing, among other factors, indicates that it is 
unable to fulfill adequately its responsibilities under 
the Act and Plans, or if the allocation of 
responsibilities in these Plans becomes inconsistent 
with the purposes of the Act. 


3. Convenience of Location 


The NASD has district offices in fourteen cities 
throughout the country, including four of the five cities 
in which the BSE, CSE, MSE, and PSE have trading 
floors. The Commission believes that the allocation to 
the NASD of regulatory responsibility with respect to 
dual members is consistent with considerations of 
convenience of location. 


4. Unnecessary Regulatory Duplication 


The designation of the NASD as examining authority 
for dual members under Section 240.17d-1 relieved the 
exchanges only of their responsibility to monitor such 
firms for financial responsibility compliance. The BSE, 
CSE, MSE, and PSE retained their responsibility with 





38 The CSE had no firms designated to it under Section 
240.17d-1. 


39 See Securities Exchange Act Release No. 15067 
(August 16, 1978), 43 FR 37046 (August 21, 1978). 





respect to such dual members to conduct on-site 
examinations for compliance with other than financial 
responsibility rules. The Plans eliminate unnecessary 
regulatory duplication by consolidating the on-site 
examining responsibilities which the NASD and the 
exchanges otherwise would continue to have and then 
allocating it to a single SRO, i.e., the NASD. 


The Plans, however, will subject approximately 20 dual 
members to duplicative standardized options com- 
pliance examinations by both the NASD and the 
American Stock Exchange, Inc. (“Amex”), Chicago 
Board Options Exchange, Inc. (‘“CBOE’’), or 
Philadelphia Stock Exchange, Inc. (“Phix”).4 The 
Commission has decided, however, not to object to 
this apparent overlap in examining responsibility at 
least until it has had an opportunity to review the 
findings and recommendations of the Options Study 
regarding surveillance of brokers and dealers 
transacting business in standardized options. 


The Commission has also determined that centraliza- 
tion of membership services reduces unnecessary 
regulatory duplication with respect to dual members 
subject to the applicable portions of the Plans. The 
Plans consolidate the processing of requests 
concerning branch office openings, closings, and 
address changes as well as the review of Form U-4 and 
other submissions regarding persons associated, and 
seeking to become associated, with certain dual 
members, and the Plans allocate responsibility for 
these functions to the NASD. The Commission 
believes that this allocation of responsibility will 
reduce the aggregate cost of self-regulation and, by 
eliminating the exchanges’ individual filing require- 
ments, will reduce the cost of compliance to dual 
members subject to the membership services 
provisions of the Plans. In addition, as contemplated 
by the Commission in adopting Sections 240.19d-1 and 
240.19h-1, the Plans establish procedures for 
coordinating the parties’ notice filings with respect to 
persons denied association with such dual members or 
admitted or continued despite a statutory disqualifica- 
tion. 





40 This pattern would continue if the Commission 
approves an allocation plan filed by the five exchanges 
which trade standardized options. This Amex/CBOE/ 
Phix/MSE/PSE plan would allocate the responsibility 
to conduct on-site examinations of brokers and dealers 
qualified to trade standardized options on two or more 
such exchanges for compliance with rules governing 
such transactions. See Securities Exchange Act 
Release No. 14153 (November 9, 1977), 42 FR 59337 
(1977). 


The Commission has determined that the allocation 
Plans also reduce unnecessary regulatory duplication 
by consolidating and allocating to a single SRO the 
responsibility for performing investigative and 
disciplinary functions which might otherwise be 
performed both by the NASD and one or more of the 
exchanges. The NASD is allocated enforcement 
responsibility unless an exchange has a peculiar 
interest in a proceeding, and the Commission finds 
this allocation to be reasonable, because the NASD’s 
on-site examinations would make the surrounding 
facts more readily accessible to the NASD than to the 
exchanges. In both cases, a single SRO shall be 
responsible for filing notice under Section 240.19d-1 if 
any action it takes results in a final disposition of 
charges. 


C. Statutory Purposes 


Motivated in part by concern that significant segments 
of the securities industry had been unresponsive to 
economic change and technological innovation, 
Congress enacted the 1975 Amendments which gave 
the Commission “broad authority” to oversee the 
implementation, operation and regulation of [a] 
national market system Major goals of 
the 1975 Amendments are to promote efficiency in the 
nation’s capital markets and to provide protection to 
investors transacting business in those markets.42 In 
furtherance of these goals not only does Section 
17(d)(1) of the Act permit the Commission to relieve an 
SRO of regulatory responsibilities with respect to its 
dual members, but Section 11A(a)(3)(B) also permits 
the Commission to authorize or require SROs to act 
jointly with respect to, among other things, regulating 
matters as to which they share authority under the Act. 


While the Commission anticipates that the regulatory 
pattern will undergo changes as a national market 
system emerges, the Commission believes that these 
Plans may facilitate the development of a rational 
regulatory pattern for the national market system. The 
Plans promote efficiency by reducing costs to both the 
dual members subject to the Plans and the exchanges 
which have been granted relief from responsibility 
under them. In addition, the Plans promote investor 
protection by reallocating the respective responsibili- 
ties of the parties so that the locus of the parties’ 
examining and enforcement responsibilities is in one 
SRO with established interfaces with the other parties. 





41 Senate Report, supra note 4, at 7. 


42 id. at 2. 
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The Plans and the preparations for their implementa- 
tion which the parties have made are achievements in 
cooperation. By coordinating their regulatory functions 
in accordance with the .Plans, the BSE, CSE, MSE, 
NASD and PSE will reduce unnecessary regulatory 
duplication. 


D. Conditions 
1. Conditions of Approval 


This Order gives effect to the Plans subject to terms 
and conditions set forth herein. This Order therefore 
gives no effect to any provision of such Plans as 
proposed by the parties which is either inconsistent or 
imcompatible with the parties’ respective responsibili- 
ties under the Plans as described in this Order. 
Furthermore, any responsibility performed in accord- 
ance with such description shall be deemed by all 
persons to be a responsibility performed under the 
Plans, whether or not such responsibility is consistent 
with the proposed allocation of responsibility under 
the Plans as filed by the parties. The parties shall 
notify any dual member affected by the Plan of its 
rights and obligations thereunder. 


2. Conditions of Further Consideration 


The Commission has determined, upon due consider- 
ation of the factors which it must consider in taking 
action on an allocation plan filed pursuant to Section 
240.17d-2, that the Plans between the NASD and each 
of the BSE, CSE, MSE, and PSE are necessary and 
appropriate in the public interest and for the protection 
of investors, to foster cooperation and coordination 
among SROs, and to remove impediments to and 
foster the development of a national market system. In 
addition, the Commission has determined that 
temporary approval of the Plans is not inconsistent 
with the requirements of Sections 6(b)(1) and 15A(b)(2) 
of the Act (15 U.S.C. 78f(b)(1) and 780-3(b)(2)). 


The parties must nevertheless allocate certain 
regulatory responsibilities and articulate certain 
procedures, which the Plans as filed do not explicitly 
address, before the Commission will consider the 
Plans further. The Commission understands that some 
of these functions and procedures are aiready the 
subject of informal, working agreements among the 
parties, although the Commission has not formally 
relieved any SRO of responsibilities thus allocated. 


Specifically, as a condition of further consideration of 
any Plan which is the subject of this Order, the parties 
must submit within 180 days of the date of this Order 
or any extension of such time granted by the 
Commission (“submission period”), remedial amend- 
ments to such Plan (1) conforming the allocation of 
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responsibility thereunder to that mandated by the 
Commission in this Order, (2) allocating the 
responsibility to receive and process customer 
complaints, (3) allocating the responsibility to review 
and approve or disapprove dual members’ advertising, 
(4) committing to the discretion of the NASD the 
decision whether to conduct a special or cause 
examination of a dual member under the Plans, and (5) 
providing for the resolution of disputes which may 
arise between the parties regarding the interpretation 
of the Plans or the parties’ performance thereunder. 
Further consideration of any such Plan is also 
conditioned on the parties’ submission of the rules 
comparison, correlation, and classification described 
herein during the submission period. As an additional 
condition on further consideration of the MSE Pian, the 
NASD and the MSE must submit within the submission 
period an amendment establishing whether, sub- 
sequent to the period of temporary approval, the MSE 
shall compensate the NASD for performing regulatory 
functions under the Plan and, if not, what procedural 
steps the NASD must take to impose charges at a 
future date. 


IT IS THEREFORE ORDERED, pursuant to Sections 
17(d) and 11A(a)(3)(B) of the Act (15 U.S.C. 78q(d) and 
78k-1(a)(3)(B)) that, for a period of 270 days from the 
date of this Orde, unless such period is otherwise 
extended by the Commission, that the Plans between 
the NASD and BSE, the NASD and CSE, the NASD and 
MSE, and the NASD and PSE filed pursuant to Section 
240.17d-2 are approved subject to the terms and 
conditions set forth in this Order. 


IT IS FURTHER ORDERED that the BSE, CSE, MSE, 
and PSE are relieved of those responsibilities allocated 
to the NASD by such Plans as approved subject to the 
terms and conditions set forth in this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15192/September 26, 1978 


In the Matter of 


BOSTON STOCK EXCHANGE CLEARING CORPORA- 
TION 


(File No. SR-BSECC-78-2) 





Order of Summary Abrogation 


Notice is hereby given that the Securities and 
Exchange Commission has issued an order, pursuant 
to Section 19(b)(3)(C) of the Securities Exchange Act 
of 1934 (the “Act”) (15 U.S.C. 78s(b)(3)(C)), summarily 
abrograting a rule of the Boston Stock Exchange 
Clearing Corporation (“BSECC”). 


On August 30, 1978, BSECC filed with the Commission 
a rule change (the “Rule Change”) establishing a 
charge on its members for the clearance and 
settlement of transactions effected through the 
Intermarket Trading System (“ITS”).1 BSECC desig- 
nated the Rule Change to take effect upon filing with 
the Commission pursuant to Section 19(b)(3)(A) of the 
Act (15 U.S.C. 78s(b)(3)(A)) and, on September 1, 
1978, the Commission published notice of the filing 
and effectiveness of the Rule Change.¢ In its Notice, 
the Commission specifically noted that Section 
19(b)(3)(C) of the Act provides that, within sixty days 
of the filing of the Rule Change, it may summarily 
abrogate the Rule Change if it appears that such action 
is necessary or appropriate in the public interest, for 
the protection of investors or otherwise in furtherance 
of the purposes of the Act. 





1 The ITS, which has been implemented by the 
American, Boston, Midwest, New York, Pacific and 
Philadelphia Stock Exchanges in accordance with a 
“Plan for the Purpose of Creating and Operating an 
Intermarket Communications Linkage (the “ITS Plan”), 
links the participating market centers and provides 
facilities for (i) the rapid and efficient routing of orders 
and administrative messages between and among 
participants and (ii) participation, under certain 
conditions, by members of all participating markets in 
opening transactions in these markets. The ITS Plan 
was filed with the Commission by the participating 
exchanges and, on April 14, 1978, the Commission 
issued a temporary order, pursuant to Section 
11A(a)(3)(B) of the Act, authorizing the filing 
exchanges to act jointly in planning, developing, 
operating and regulating the ITS in accordance with the 
terms of the ITS Plan for a period of 120 days from the 
date of the order (Securities Exchange Act Release No. 
14661 (April 14, 1978), 43 FR 17419). On August 11, 
1978, the Commission extended its temporary approval 
for an additional period of one year (Securities 
Exchange Act Release No. 15058 (August 11, 1978). 


2 Securities Exchange Act Release No. 15120 
(September 1, 1978), 43 FR 40968 (the “Notice”). 


3 id. at 2. 


The Rule Change imposes an additional charge for the 
clearance and settlement of transactions effected 
through ITS of 2. cents per share plus one day’s interest 
on the dollar value of the securities traded, based upon 
the interest rate charged at that time by BSECC’s 
principal lender.4 BSECC has indicated that the 
imposition of this additional fee was necessary to 
reimburse it for additional expenses incurred in 
connection with the clearance and settlement of 
transactions effected through ITS, primarily personnel 
required to reconcile and report to ITS transactions and 
finance charges incurred in order to make payments in 
other cities prior to receiving payments in Boston. 


As stated in the Notice, an organization representing 
specialists on the Boston Stock Exchange has 
expressed opposition to the imposition of these 
charges. Moreover, it appears that the Rule Change 
raises important questions relating to the Commis- 
sion’s statutory responsibility to facilitate the 
establishement of a national market system,° 
particularly whether the imposition of these charges 
will act as a disincentive to the use of the ITS.° In 
addition, the Commission believes that the procedures 
provided by Section 19(b)(2) will provide a more 
appropriate mechanism for determining whether the 
Rule Change is consistent with the provisions of the 
Act. Therefore, it appears to the Commission that it 
would be appropriate in the public interest, for the 
protection of investors and otherwise in furtherance of 
the purposes of the Act for it to abrogate the Rule 
Change. 


* _ * * * 


IT 1S HEREBY ORDERED, pursuant to Section 
19(b)(3)(C) of the Act, that the BSECC Rule Change 
(File No. BSECC-78-2) is summarily abrogated as of 
this date, and that, if BSECC chooses to refile the Rule 
Change, it do so pursuant to Section 19(b)(2) of the 
Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








4 The text of the Rule Change was published as Exhibit 
1 to the Notice. 


5 See Section 11A(a)(2) of the Act. 

6 See also the ITS Plan which provides that any fee or 
charge imposed by a participant not be of such size or 
so structured as to discourage use of the ITS. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15193/September 27, 1978 


In the Matter of 

THE DEPOSITORY TRUST COMPANY 
(SR-DTC-78-10) 

ORDER APPROVING PROPOSED RULE CHANGE 


On July 6, 1978, the Depository Trust Company 
(“DTC”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change that 
allows DTC participants to make money payments 
through DTC when these payments are in connection 
with, but are not the direct result of, securities 
transactions in DTC. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14951, July 
11, 1978 and by publication in the Federal Register (43 
FR 30943, July 18, 1978). An amendment clarifying that 
DTC will make a good faith effort to contact both the 
payor and payee participant before exercising its 
authority not to act on the payment instructions was 
received by letter dated September 22, 1978. No written 
comments were received by the Commission. The 
Commission staff requested and received a written 
opinion from DTC’s counsel that the proposed services 
are authorized by DTC’s limited purpose trust company 
charter. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to clearing 
agencies, and, in particular, the requirements of 
Section 17A and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15194/September 28, 1978 
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NOTICE TO BROKER-DEALERS CONCERNING FAIR 
TREATMENT OF CUSTOMER ACCOUNTS 


The Securities and Exchange Commission today 
expressed concern about certain practices engaged in 
by broker-dealers. During recent months the 
Commission has received investor complaints 
regarding: 


(a) issuance to customers of checks drawn on distant 
banks, a practice referred to as “remote checking”; 


(b) retention of interest and dividend payments 
rather than disbursing such payments to customers 
promptly upon receipt, without affording customers 
adequate prior notice and a reasonable opportunity to 
elect either immediate or deferred payment; 


(c) imposition of increased commission rates without 
adequate prior notice; 


(d) imposition of custodial fees on ‘‘inactive” 
customer accounts without adequate prior notice; and 


(e) failure to transfer customer accounts promptly to 
another broker-dealer in response to customer 
requests. 


Remote Checking 


Many investors have complained that they are being 
deprived of the prompt use of their funds by a device 
currently being used by some broker-dealers. That 
practice, commonly referred to as “remote checking,” 
involves the issuance of checks drawn on banks 
located far away from customers in order to delay 
clearance of those checks and thereby to prolong a 
broker-dealer’s use of its customers’ funds. For 
example, some brokerage firms have implemented a 
policy of paying customers located east of the 
Mississippi River with checks drawn on West Coast 
banks and paying customers located west of the 
Mississippi with Checks drawn on East Coast banks. In 
fact, certain, broker-dealers have acknowledged that 
they have engaged in this practice specifically to 
prolong the firms’ use of custoiners’ funds. 


The selection of a distant bank for the purpose of 
prolonging a broker-dealer’s use of customer funds 
unfairly deprives customers of their immediate use of 
funds, is inconsistent with a broker-dealer’s obligation 
to deal fairly with its customers! and is inconsistent 





1 See, e. g., Opper V. Hancock Securities Corporation, 
250 F. Supp. 668 (S.D.N.Y.), aff’d 367 F.2d 157 (2d Cir. 
1966); Arieen W. Hughes, 27 S.E.C. 629 (1948), aff'd 
sub nom. Hughes v. Securities and Exchange Comm'n, 





with just and equitable principles of trade.2 Such a 
purpose may be inferred from the circumstances 
surrounding the selection of a distant bank and is 
particularly evident in cases where a broker-dealer 
arranges its use of two or more disbursing banks with a 
view to paying customers in a particular region from a 
bank in a distant location. 


Retention of interest and dividend payments 


It has been reported to the Commission that customers 
of several broker-dealers have experienced prolonged 
delays in receiving dividend and interest payments on 
securities held for them by broker-dealers. In 
particular, it appears that some broker-dealers have 
recently instituted the practive of disbursing dividend 
and interest payments monthly rather than promptly 
upon receipt of the funds, and have done so without 
notifying their customers in advance or offering them 
the alternative of immediate payment. While the 
Commission recognizes that some customers, if 
adequately informed, may decide to receive payments 
on a monthly basis, it believes that dividend and 
interest payments should not be deferred unless the 
customer has been so informed sufficiently in advance 
and has been given a reasonable opportunity to elect 
either immediate or deferred payment. Indeed, the 
imposition of a system of deferred payments without 
informed and timely notice is inconsistent with a 
broker-dealer’s obligation to deal fairly with its 
customers and is inconsistent with just and equitable 
principles of trade. 





174 F.2d 969 (D.C. Cir. 1949); Charles Hughes & Co., 
Inc., 13 S.E.C. 676, aff’s sub nom. Charles Hughes & 
Co., Inc. v. Securities and Exchange Comm'n, 139 F.2d 
434 (2d Cir. 1943), cert. denied, 321 U.S. 786 (1944); 
Duker & Duker, 6 S.E.C. 386 (1939). 


2 See, e.g., Article Ill, Section 1 of the National 
Association of Securities Dealers, Inc. by-laws, NASD 
Manual (CCH) 92151; Article XIV, Section 6 of the New 
York Stock Exchange Constitution, 2 New York Stock 
Exchange, Inc. Guide (CCH) 41656. 


3 The Commission recognizes, however, that it may be 
a desirable business practice for broker-dealers to limit 
the number of banks used for disbursing funds to 
customers, or indeed to use only a single bank for that 
purpose, so long as customers are not deprived of 
reasonably prompt access to their funds. As a result, 
some brokerage firm customers will be paid with 
checks drawn on out-of-state banks. 


Imposition of increased commission rates wihtout 
prior notice 


One of the most common investor complaints since the 
abolition of fixed commission rates has been that 
broker-dealers raise their commission rates without 
adequate prior notice. In some egregious cases, 
investors have been charged commissions exceeding 
those quoted at the time they placed their orders. That 
practice is inconsistent with a broker-dealer’s 
obligation to deal fairly with its customers and is 
inconsistent with its responsibilities under the federal 
securities laws. In other cases, customers have placed 
orders with broker-dealers with which they have 
recently done business and have not been notified of 
commission rate increases until the transactions were 
confirmed. In those situations, the customer’s 
reasonable expectations with respect to the 
commission rates to be charged based on his prior 
dealings with the broker-dealer have not been fulfilled. 
The imposition of an increased rate in that fashion is 
inappropriate and, the Commission believes, is 
inconsistent with a broker-dealer’s duty to deal fairly 
with its customers and inconsistent just and equitable 
principles of trade. 


Imposition of custodial fees on customer accounts 
without prior notice 


It has also been reported to the Commission that a 
number of broker-dealers have recently imposed 
charges for custodial services on inactive accounts 
without giving adequate advance notice to enable 
customers to consider closing or transferring their 
accounts. The Commission believes that this practice 
is also inconsistent with a broker-dealer’s obligation to 
deal fairly with its customers and inconsistent with 
just and equitable principles of trade. 


Delay in transferring accounts 


Finally, a number of investors have complained that, 
when they attempt to transfer their accounts from one 
broker-dealer to another, the broker-dealer who has the 
account does not transfer it promptly. Those investors 
have encountered unusual delays, frequently accom- 
panied by attempts to persuade them to allow their 
accounts to remain with the first broker-dealer. During 
such delays, customers may experience difficulty in 
liquidating securities positions held in those accounts 
unless the transactions are effected through the 
broker-dealers retaining the accounts. 


The Commission recognizes that unusual circum- 
stances may necessitate some delay in transferring a 
customer’s account. Where such circumstances do 
exist, they should, of course, always be explained to 
the customer. Where unusual circumstances are not 
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present, however, such delays are improper and are 
inconsistent with a broker-dealer’s obligation to deal 
fairly with its customers and inconsistent with just and 
equitable principles of trade. 


* * 


The Commission is particularly disturbed to discover 
that many of the practices described above appear not 
to be isolated occurrences, but instead to reflect 
established policies and practices of several of the 
Nation’s leading broker-dealers. The Commission 
believes that action to correct these abuses is overdue 
and should be undertaken promptly by broker-dealers 
and self-regulatory organizations. In addition to 
violating standards of fair dealing, and the rules and 
various self-regulatory organizations requiring mem- 
bers to refrain from conduct that is inconsistent with 
just and equitable principles of trade, some instances 
of the practices described above appear to violate the 
antifraud provisions of the federal securities laws. 
Customers of broker-dealers who believe they have 
been victims of these practices should write to the 
Office of Consumer Affairs, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Brokers and dealers should be fully aware 
that the Commission will take prompt enforcement 
action against individual firms and persons if such 
action is warranted. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15195/September 28, 1978 


Annual Assessment Form for SECO Brokers and 
Dealers 


AGENCY: Securities and Exchange Commission. 
ACTION: Adoption of form. 


SUMMARY: The Securities Exchange Act of 1934 
authorizes the Commission to collect such reasonable 
fees and charges as may be necessary to defray the 
costs of additional regulatory duties required to be 
performed with respect to broker-dealers who are not 
members of a registered national securities 
association (“nonmember” or “SECO” broker-dealers). 
This form sets forth the annual schedule under which 
SECO broker-dealers are to be assessed for fiscal year 
1978. 
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EFFECTIVE DATE: October 1, 1978. 


FOR FURTHER INFORMATION CONTACT: Daniel 
Bateman, Division of Market Regulation, Room 501, 
Securities and Exchange Commission, 500 North 
Capitol Street, N.W., Washington, D.C. 20549. (202) 
755-1300 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission announced today that it 
has adopted Form SECO-4-78 which sets forth the 
annual assessment payable to the Commission for 
fiscal year 1978 by registered broker-dealers who are 
not members of a registered national securities 
association. Form SECO-4-78 was proposed and 
published for public comment on August 25, 1978 [43 
FR 38026] (Securities Exchange Act Release No. 
34-15074, August 18, 1978). 


In adopting Form SECO-4-78, for this year, the 
Commission has determined to modify the annual 
SECO assessment schedule by reducing the gross 
income assessment from .2% to .17% for municipal 
securities transactions and from .25% to .21% for 
other OTC securities transactions. These assessments 
are being reduced to adjust the anticipated revenues to 
more closely approximate the expected regulatory 
costs of the SECO program and to continue the 
Commission’s policy over the years of maintaining 
general comparability with the fees and assessments 
charged by the National Association of Securities 
Dealers, Inc. (NASD). The annual base member 
assessment and the annual personnel assessment 
($250 and $5 respectively) will remain unchanged. 


Notice of Due Date for Filing Form SECO-4-78 


SECO broker-dealers filing Form SECO-4-78 should 
note that they are required to file the Form and remit 
any assessments payable to the Commission by 
October 31, 1978. 


Statutory Basis 


The modifications of 1978 assessments for SECO 
broker-dealers are adopted pursuant to the Securities 
Exchange Act of 1934 and particularly Sections 
15(b)(7), 15(b)(8), and 23(a) thereof. The Commission 
finds that any burden imposed upon competition by 
the amendments is necessary and appropriate in 
furtherance of the purposes of the Act, particularly to 
implement the Commission’s continuing mandate 
under Section 15(b)(8) to collect such reasonable fees 
and charges as may be necessary to defray the costs of 
the specified regulatory duties required to be 
performed with respect to nonmember broker-dealers. 
The Securities and Exchange Commission, pursuant to 
its authority under the Securities Exchange Act of 1934 
[15U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 


] 
~ 





(June 4, 1975)] and particularly Sections 15(b)(7), 
15(b)(8) and 23(a) thereof, amends Part 249 of Title 17 
of the Code of Federal Regulations by adopting 
§249.5041 as follows: 


§249.5041 Form SECO-78, 1978 assessment 
and information form for registered brokers 
and dealers not members of a registered 
national securities association. 


This form shall be filed on or before October 31, 1978, 
pursuant to §240.15b9-2 of this chapter, accompanied 
by the annual assessment fee required thereunder, for 
the fiscal year ended September 30, 1978, by every 
registered broker and dealer not a member of a 
registered national securities association. Those 
broker-dealers which are exempt from the payment of 
any assessment or fee pursuant to the provisions of 
§240.15b9-2(e) must still file the form. 


Copies of the form have been filed with the Office of 
the Federal Register, and additional copies are 
available on request from the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15196/September 28, 1978 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(File No. SR-NASD-78-11) 
ORDER APPROVING PROPOSED RULE CHANGE 


On September 15, 1978, the National Association of 
Securities Dealers, Inc. (“NASD”) filed with the 
Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the “Act”) and Rule 
19b-4 thereunder, copies of a proposal (the “Proposal’”) 
to reduce NASDAQ subscription rates for the fiscal 
year ending September 30, 1978, by refunding 10% of 
total billings for that fiscal year to NASDAQ 
subscribers. The refund will be made by NASDAQ, 


Inc., a wholly-owned subsidiary of the NASD which > 


owns and operates the NASDAQ system, and will be 


payable to NASDAQ Level 1, 2 and 3 subscribers on a 
pro-rata basis. 


Notice of the Proposal, together with the terms of 
substance thereof, was given by puclication of a 
Commission Release (Securities Exchange Act 
Release No. 34-15172, September 19, 1978). 


The Commission finds that the Proposal is consistent 
with the requirements of the Act and the applicable 
rules and regulations thereunder, and, in particular, the 
requirements of Section 15A of the Act and the rules 
and regulations thereunder. In making that finding, the 
Commission has relied on the NASD’s representation 
that it and NASDAQ, Inc. expect to have sufficient 
assets, independent of the amount included in the 
refund, to meet reasonably foreseeable expenses in 
connection with possible modifications or expansion 
of the NASDAQ system and fulfillment of 
self-regulatory obligations (including those relating to 
surveillance). Further, the Commission finds good 
cause for approving the Proposal prior to the thirtieth 
day after publication of notice of filing thereof. 
According to the NASD, unless all events necessary to 
establish the refund are accomplished prior to fiscal 
year end, September 30, 1978, there is a potential tax 
liability of up to 48% of the funds to be utilized for the 
refund should NASDAQ, Inc., be determined to be a 
taxable company. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the Proposal be, and it hereby 
is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15197/September 27, 1978 


An order has been issued granting the application to 
strike the common stock (par value $1) of Jeanette 
Corporation from listing and registration on the Ameri- 
can Stock Exchange, Inc. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15198/September 28, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5984/September 28, 1978 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20714/September 22, 1978 


In the Matter of 


FALL RIVER ELECTRIC LIGHT COMPANY 
10 North Main Street 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
P.O. Box 391 
Fall River, Massachusetts 02722 


(70-6093) 


NOTICE OF PROPOSED INCREASE IN SHORT-TERM 
BORROWING AUTHORIZATION 


NOTICE IS HEREBY GIVEN that Fall River Electric 
Light Company (“Fall River”) and Montaup Electric 
Company (“Montaup”), both electric utility subsidiary 
companies of Eastern Utilities Associates, a registered 
holding company, have filed a post-effective 
amendment to their application-declaration previously 
filed and amended in this matter pursuant to Sections 
6(a)(1), 7 and 12(c) of the Public Utility Holding 
Company Act of 1935 (‘‘Act”) and Rules 42(b)(2) and 
50(a)(2) promulgated thereunder regarding the 
following proposed transaction. All interested persons 
are referred to the amended application-declaration, 
which is summarized below, for a complete statement 
of the proposed transaction. 


By order dated December 22, 1977 (HCAR No. 20355), 
Fall River and Montaup were authorized to make 
borrowings from banks through December 26, 1978, in 
the amounts of $5,850,000 and $21,600,000, 
respectively. By post-effective amendment Montaup 
requests that its borrowing authorization be increased 
to $32,300,000 through December 26, 1978. It is stated 
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that such increase is necessary due to an increase in 
Montaup’s estimated construction expenditures and © 
the postponement of previously contemplated ~ 
long-term financing of Montaup. 


With respect to such notes to banks for which compen- 
sating balances of 20% are required, the notes will 
bear interest at not in excess of the prime or base rate 
in effect on the date of issuance of from time to time. 
With respect to such notes to banks for which no com- 
pensating balances are required, the notes will bear 
interest at not in excess of an effective rate derived 
from the prime or base rate in effect on the date of 
issuance, or from time to time, together with an 
assumed compensating balance of 20%. All notes will 
provide for prepayment in whole or in part without 
penalty. Based on a prime rate of 9-1/2%, the effective 
cost of money would be 11.9%. 


Proceeds from the borrowings will be used for 
construction expenditures, for meeting compensating 
balance requirements of lending banks, and to pay 
short-term debt at or before maturity through 
December 26, 1978. Construction expenditures for Fall 
River and Montaup for the 12 month period ending 
December 26, 1978, are estimated at $2,426,000 and 
$19,062,000 respectively. It is stated that the proposed 
issuance of notes is exempted from the competitive 
bidding requirements of Rule 50 pursuant to Rule 
50(a)(2). 


There are no additional fees or expenses to be incurred 
in connection with the proposed transaction. No state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 19, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact of law raised by said amended 
application-declaration which he desires to controvert; 


or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. 
A copy of such request should be served personally or 
by mail upon the applicants-declarants at the above- 
stated addresses and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as amended by said post- 
effective amendment or as it may be further amended, 
may be granted and permitted to become effective as 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exeamption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 





other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTIULITY HOLDING COMPANY ACT OF 1935 
Release No. 20715/September 25, 1978 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


(70-6209) 


NOTICE OF PROPOSAL BY HOLDING COMPANY TO 
ACT AS SURETY ON BOND OF PUBLIC UTILITY SUB- 
SIDIARY COMPANY 


NOTICE is hereby given that Consolidated Natural Gas 
Company (‘‘Consolidated”), a registered holding 
company, has filed a declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 12(b) of the Act and 
Rule 45 promulgated thereunder as applicable to the 
proposed transaction. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


On May 3, 1978, Hope Natural Gas Company, a division 
of Consolidated’s wholly-owned public subsidiary 
company, Consolidated Gas Supply Corporation 
(“Supply Corporation”), filed revisions in its rate 
schedules with the Public Service Commission of West 
Virginia providing for increased rates and charges 
approximating $25,068,634 per year for furnishing 
natural gas service in the state of West Virginia. By 
action of the state commission, the effectiveness of 
the new rates was suspended until October 1, 1978. 
The new rates may now become effective upon the 
filing by Supply Corporation of a bond, with 
satisfactory surety, in the amount of $25,000,000, for 
the payment of any customer refunds which the state 


commission may order. The state commission has 
indicated that Consolidated may act as surety on such 
bond. Consolidated proposes, without fee or other 
consideration, to act as surety on the bond of Supply 
Corporation to save the cost of securing an outside 
corporate surety. 


The fees and expenses incurred by Supply Corporation 
in connection with the proposed transaction are esti- 
mated at $2,250, including charges of $200 for the 
services, at cost, of Consolidated Natural Gas Service 
Company, Inc., Consolidated’s whoiiy-owned service 
company, and miscellaneous out-of-pocket expenses 
estimated at $50. The declaration states that no state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 20, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarants at the above-stated addresses, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the declaration, as filed, or as it 
may be amended, may be granted as provided in Rule 
23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20716/September 27, 1978 


In the Matter of 
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CENTRAL AND SOUTH WEST CORPORATION 
One Main Place 
Dallas, Texas 75250 


(70-6206) 


NOTICE OF PROPOSED ISSUE AND SALE OF UN- 
ISSUED COMMON STOCK PURSUANT TO AN EM- 
PLOYEES INVESTMENT PLAN AND REQUEST FOR 
EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Central and South 
West Corporation (“CSW”), a registered holding 
company, has filed an application-declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”) designating Sections 6(a) 
and 7 of the Act and Rules 20(a), 50 and 100(a) promul- 
gated thereunder regarding the proposed transaction. 
All interested persons are referred to the application- 
declaration, which is summarized below for a complete 
statement of the proposed transaction. 


CSW proposes to issue and sell not to exceed 
1,000,000 shares of its authorized and unissued com- 
mon stock par value $3.50 per share (the “additional 
shares”) pursuant toa CSW Employees Thrift Plan (the 
“Plan’”). 


The Plan provides a means by which eligible 
employees of CSW and its direct and_ indirect 
subsidiaries, Central Power and Light Company, 
Central and South West Fuels, Inc., Central and South 
West Services, Inc., Public Service Company of 
Oklahoma, Transok Pipe Line Company, Southwestern 
Electric Power Company and West Texas Utilities 
Company (together, “CSW Subsidiaries’’), may 
maintain a regular savings program and to provide 
additional benefits for such employees upon 
retirement. Under the Plan, the participating em- 
ployers, i.e., the CSW Subsidiaries, make contribu- 
tions of cash monthly, out of net income in an amount 
equal to 50% of the basic deposit made by each 
employee with less than 20 years of service and 75% of 
the basic deposit for those employees with 20 years of 
service or more. 


The Plan permits each participating employee to make 
monthly payments to his plan account in an amount 
equal to 2%, 4% or 6% of his annual salary, and to 
make additional deposits in amounts not to exceed 4% 
of his annual salary for each year of service since he 
became a participant in the Plan. ; 


The deposits by participating employees and the 
corresponding contributions by employers are paid 
monthly to the Trustee under the Plan, the First 
National Bank in Dallas, for investment. 
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The Trustee pursuant to written direction from each 
participating employee invests funds held in each such 
employee’s Plan account. Presently purchases of 
common stock of CSW by the Trustee are made in the 
open market. It is herein proposed that such purchases 
will in the future be satisfied through the issuance and 
sale from time to time of the Additional Shares. 


The purchase price at which any of the Additional 
Shares shall be sold to the Plan shall be the average of 
the closing prices of the common stock of CSW 
reported as New York Stock Exchange Composite for 
the 20 consecutive trading days ending with the last 
trading day of the month in respect of which the 
employer contributions and employee basic deposits 
being invested were made. 


It is stated that the purpose of the proposed 
transaction is to provide CSW with an additional 
source of common equity capital at an economical 
cost. 


CSW requests an exception from the competitive 
bidding requirements of Rule 50 under the Act for the 
sale of the additional shares pursuant to paragraph 
(a)(5) of that Rule. 


It is stated that no state commission and no federal 
commission, other ihan this Commission has jurisdic- 
tion over the proposed transaction. Fees and expenses 
to be incurred in connection with the proposed trans- 
action are estimated at $51,500 including $38,500 in 
annual fees to the trustee of the Plan, and $1,000 in 
legal fees. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 23, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the applicant-declarant at the above-stated address 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as filed or as it may be amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other actions as it 
may deem appropriate. Persons who request a hearing 
or advice as whether a hearing is ordered will receive 
any notices and orders issued in this matter, including 





the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20717/September 28, 1978 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 
COLUMBIA GAS OF MARYLAND, INC. 


COLUMBIA GAS OF OHIO, INC. 
Columbus, Ohio 


COLUMBIA GAS TRANSMISSION CORPORATION 
Charlestown, West Virginia 


COLUMBIA GULF TRANSMISSION COMPANY 
Houston, Texas 


COLUMBIA HYDROCARBON CORPORATION 
COLUMBIA COAL GASIFICATION CORPORATION 


THE INLAND GAS COMPANY, INC. 
Ashland, Kentucky 


COLUMBIA GAS DEVELOPMENT CORPORATION 
COLUMBIA LNG CORPORATION 


COLUMBIA GAS DEVELOPMENT OF CANADA LTD. 
Wilmington, Delaware 


(70-6142) 


ORDER RELEASING JURISDICTION 


By order dated April 28, 1978 (HCAR No. 20523) in this 
proceeding, the Commission, among other things, 
authorized The Columbia Gas System, Inc., a 
registered holding company, to acquire, and its 
subsidiary companies, Columbia of Maryland, 
Columbia of Pennsylvania, Columbia of West Virginia, 
Columbia Gulf Transmission Company, Columbia Gas 
Development Corporation, The Inland Gas Company, 
Inc., and Columbia Coal Gasification Corporation, to 
issue and sell, installment notes due 1999 in a maxi- 
mum aggregate principal amount of $75,600,000. 
Jurisdiction was reserved over those portions of the 
application-declaration relating to the issuance of 
installment notes by Columbia of Kentucky, Columbia 
of Ohio, Columbia of Virginia and Columbia of New 
York of up to aggregate principal amounts of $500,000, 
$10,500,000, $700,000, and $300,000, respectively, and 
short-term advances to Columbia of Virginia of up to an 
aggregate principal amount of $2,000,000, pending 
completion of the record. 


Upon completion of the record in this proceeding with 
respect to the issuance of installment notes by 
Columbia of Kentucky, Columbia of Ohio, and 
Columbia of Virginia and short-term advances to 
Columbia of Virginia, the Commission, by order dated 
July 17, 1978 (HCAR No. 20629) in this proceeding, 
authorized the proposed transactions relating to the 
issuance of installment notes by Columbia of 
Kentucky, Columbia of Ohio and Columbia of Virginia 
and short-term advances to Columbia of Virginia and 
released the jurisdiction reserved in its order of April 
28, 1978, over these transactions. Jurisdiction was 
reserved over those portions of the application- 
declaration relating to the issuance of installment 
notes by Columbia of New York. 


The record in this proceeding is now complete with 
respect to the issuance of installment notes by 
Columbia of New York. 


Upon the basis of the facts in the record, it is hereby 
found that the proposed transactions relating to the 
issuance of installment notes by Columbia of New 
York are reasonable and that all the requirements of the 
Act and rules thereunder are satisfied. 


IT IS ORDERED, pursuant ot the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be and it hereby is, granted 
and permitted to become effective forthwith. 


IT IS ORDERED, that the jurisdiction reserved in the 
orders of April 28, i978, and July 17, 1978, over the 
proposed transactions relating to the issuance of 
installment notes by Columbia of New York be, and it 
hereby is, released and that such transactions may be 
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consummated subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act, 
except that the time for filing the certification 
thereunder with respect to the proposed transactions is 
extended so as to allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 26718/September 28, 1978 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-6202) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS 


Georgia Power Company (“Georgia”), an electric utility 
subsidiary of The Southern Company, a registered 
holding company, has filed an application and amend- 
ments thereto with this Commission pursuant to 
Section 6(b) of the Public Utility Holding Company Act 
of 1935 (“Act”) and Rule 50 promulgated thereunder as 
applicable to the proposed transaction. 


Georgia proposes to issue up to $100,000,000 principal 
amount of its First Mortgage Bonds of a series having a 
term of not less than five years nor more than 30 years 


(“new Bonds”), and to sell the new Bonds at 
competitive bidding for the best price obtainable but 
for a price to Georgia of not less than 98% nor more 
than 101-% of the principal amount thereof, plus 
accrued interest. 


The new Bonds will be issued under the Indenture 
dated as of March 1, 1941, between Georgia and 
Chemical Bank, as Trustee, as heretofore supple- 
mented by various indentures supplemental thereto, 
and as to be further supplemented by a Supplemental 
Indenture to be dated as of October 1, 1978. 


It is difficult to determine, under present bond market 
conditions, whether it would be more advantageous to 
Georgia to sell new Bonds having a 30-year or some 
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shorter term. It is proposed, therefore, that Georgia 
decide on the term of the new Bonds after the date of 
public invitation for proposals and then notify prospec- 
tive bidders by telephone, confirmed in writing, of its 
decision, not less than 72 hours prior to the time of the 
bidding. 


Georgia proposes to use the proceeds from the sale of 
the new Bonds, along with other funds, in financing its 
1978 construction costs, estimated at July, 1978, to be 
$500,805,000, and in retiring $14,049,000 principal 
amount of first mortgage bonds. 


The fees, commissions and expenses to be incurred in 
connection with the proposed transaction are 
estimated at $235,000, including legal fees of $60,000 
and accounting fees of $26,000. The fee of counsel for 
the purchasers of the bonds is estimated at $24,500 
and will be paid by the successful bidders. The pro- 
posed transaction has been authorized by the Georgia 
Public Service Commission. it is stated that no other 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20692), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted 
effective: 


IT |S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application 
as amended, be, and it hereby is, granted effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10416/September 25, 1978 


In the Matter of 





FINANCIAL MUNICIPAL BOND FUND, INC. 
Post Office Box 2040 

1050 South Broadway 

Denver, Colorado 80201 


(811-2705) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT THE COMPANY HAS CEASED TO 
BE AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Financial Municipal 
Bond Fund, Inc. (“Applicant”), registered under the 
Investment Company Act of 1940 (“Act”) as an open- 
end, diversified management investment company, 
filed an application on August 21, 1978, and an amend- 
ment thereto on September 15, 1978, for an order of the 
Commission, pursuant to Section 8(f) of the Act, 
declaring that Applicant has ceased to be an invest- 
ment company as defined in the Act. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant, a corporation organized under the laws of 
the State of Colorado, registered under the Act on 
November 15, 1976, and concurrently filed a registra- 
tion statement on Form S-5 under the Securities Act of 
1933 for the public offer and sale of shares of its 
common stock. Applicant states that this registration 
statement was never declared effective and has caused 
such registration statement to be withdrawn. 


Applicant represents that it currently has no assets, no 
outstanding debts, and no security holders, and that it 
is not a party to any pending litigation or administrative 
proceeding. Applicant states that it is not currently 
engaged, and does not propose to engage, in any 
business activities, and that it is currently in the pro- 
cess of being dissolved pursuant to Colorado state 
law, and in accordance with the requirements thereof, 
has filed a statement of intent to dissolve with the 
Colorado Secretary of State. 


Section 8(f) provides, in pertinent part, that when the 
Commission, upon application, finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order, and upon the 
effectiveness of such order, the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 20, 1978, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reason for 
such request, and the issues, if any, of fact or law pro- 
posed to be controverted, or he may request that he be 


notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or be mail upon 
Applicant(s) at the addresses(es) stated above. Proof 
of such service (by affidavit, or in case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10417/September 25, 1978 


In the Matter of 


INVESTORS’ MUNICIPAL-YIELD TRUST, 
SERIES 1 (AND SUBSEQUENT SERIES) 


and 


VAN KAMPEN SAUERMAN INC. 
208 South LaSalle Street 
Chicago, Illinois 60604 


(812-4364) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT GRANTING 
EXEMPTIONS FROM THE PROVISIONS OF SECTIONS 
14(a) AND 22(d) OF THE ACT AND FROM RULES 19b-1 
AND 22c-1 UNDER THE ACT AND PURSUANT TO 
SECTION 11(a) OF THE ACT TO PERMIT AN OFFER 
OF EXCHANGE. 


NOTICE IS HEREBY GIVEN that Investors’ Municipal- 
Yield Trust, Series 1 (and Subsequent Series) (“Trust”), 
a unit investment trust registered under the Investment 
Company Act of 1940 (“Act”) and its Sponsor, Van 
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Kampen Sauerman Inc. (“Sponsor”) (hereinafter the 
Sponsorand the Trust are referred to collectively as 
“Applicants”), have filed an application on September 
8, 1978, and an amendment thereto on September 22, 
1978, for an order of the Commission (a) pursuant to 
Section 6(c) of the Act exempting the Applicants from 
the provisions of Sections 14(a) and 22(d) of the Act, 
and Rules 19b-1 and 22c-1 under the Act, and (b) 
pursuant to Section 11 of the Act permitting the Trust 
to offer its Units at net asset value plus a fixed dollar 
sales charge pursuant to a conversion option. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


Series 1 of the Trust is a unit investment trust, and is 
the first of a series of similar but separate trusts 
which the Sponsor intends to form (hereinafter all such 
subsequent Series are collectively referred to as the 
“Series”). The Series will be created under the laws of 
the Commonwealth of Massachusetts pursuant to 
separate trust agreements, such agreements contain- 
ing certain standard terms and conditions of trust 
common to all the Series. The Applicants represent 
that the investment objective of each Series will be to 
seek both federally tax-exempt income and the 
preservation of capital through the investment in a 
portfolio of tax-free municipal bonds (“Bonds”) and, 
subject to certain limitations, Units of previously- 
issued Series of the Trust (the Bonds and previously- 
issued Units are collectively called herein the “Trust 
Securities”). The Trust Securities which will constitute 
the portfolio of each Series will be selected in advance 
and will be identifiable in respect of each Series on the 
date of deposit with the Trustee. 


The Sponsor has filed a Form S-6 Registration 
Statement under the Securities Act of 1933 (“1933 Act”) 
covering fractional undivided interests in Series 1 to be 
offered to investors at a public offering price set forth 
in the prospectus included in the S-6 Registration 
Statement. The 1933 Act Registration Statement has 
not yet become effective. The Sponsor has also filed a 
Form N-8A Notification of Registration and a Form 
N-8B-2 Registration Statement under the Act relating 
to Series 1. 


Each Series of the Trust will be governed by the pro- 
visions of a trust indenture and agreement 
(“Indenture’’) to be entered into by the Sponsor and a 
corporation o ganized and doing business under the 
laws of the United States or a state thereof, which ‘is 
authorized under such laws to exercise corporate trust 
powers and having at all times an aggregate capital, 
surplus, and undivided profits of not less than 
$2,500,000 (“Trustee”). It is contemplated that the 
Bradford Trust Company will serve as Evaluator for 
Series 1. Standard & Poor’s Corporation will serve as 
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Evaluator for Series 1. A separate Indenture will be 
entered into each time a Series is created and activated 
and the Trust Securities which comprise its portfolio 
(or delivery statements relating to contracts for the 
purchase of such Trust Securities together with funds 
represented by cash or an irrevocable letter of credit 
issued by a major commercial bank in the amount 
required for their purchase) are deposited with the 
Trustee. Each Series will be substantially identical 
except as to size, number of Units and the individual 
Trust Securities in the portfolio. 


When a Series of the Trust is created, the Sponsor and 
the Trustee will enter into an Indenture and the Trust 
Securities to constitute such Series of the Trust (or 
delivery statements relating thereto and funds for the 
purchase thereof as set forth above) will be delivered to 
and deposited with the Trustee by the Sponsor. Sub- 
stantially concurrently, the Trustee will issue in the 
name of the Sponsor, or such other name as the 
Sponsor may direct, one or more certificates 
evidencing the ownership of all of the undivided 
interests in such Series of the Trust. These Units will 
be separately offered for sale to the public at prices 
based upon their then respective current net asset 
values, after the recistration statement filed in respect 
thereto under the 1933 Act has become effective. 


Applicants state that Trust Securities will not be 
pledged or be in any other way subjected to any debt at 
any time after they are deposited with the Trustee. The 
Sponsor has been accumulating Trust Securities for 
the purpose of deposit in Series 1 and will follow a 
similar procedure of accumulating Trust Securities for 
each subsequent Series. 


The assets of the Trust may consist of Bonds initially 
deposited, such Bonds as may continue to be held 
from time to time in exchange for or substitution of any 
of the Bonds, accrued and undistributed interest, 
undistributed cash and Units of previously-issued 
Series of the Trust. On the date of deposit, the 
maximum number of Units in the Trust of a Series and 
the Bonds which will comprise the respective port- 
folios are determined. No additional Units can be 
issued, although the number of Units outstanding may 
be reduced by redemptions. No additional Bonds can 
be deposited in the Trust except that under certain 
circumstances, refunding bonds issued in exchange 
and substituted for outstanding Bonds may be 
deposited with the Trustee. The Trustee may dispose 
of Bonds when events occur which may affect their 
investment stability and distribute the proceeds 
thereof in partial liquidation to Unitholders; and the 
Trustee must sell Bonds if necessary for the payment 
of the redemption price of Units tendered for 
redemption. The proceeds from such dispositions will 
be distributed to the holders of Units of the Trust 
(“Unitholders”), and not reinvested. 





Each Unit of the Trust will represent a fractional 
undivided interest, the numerator of the fractional 
interest represented will be 1 and the denominator will 
be the number of Units issued and outstanding in any 
particular Series. Units are redeemable, and in the 
event that any Units are redeemed, the fractional 
undivided interest represented by each Unit will be 
increased accordingly. Units will remain outstanding 
until redeemed or until the termination of the 
Indenture. The Indenture may be terminated by 100% 
agreement of the Unitholders or, in the event that the 
value of Trust Securities shall fall below an amount 
specified, either upon direction of the Sponsor to the 
Trustee or by the Trustee without such direction. There 
is no provision in the Indenture for the issuance of any 
Units after the initial issuance and such activity will not 
take place (except to the extent that the secondary 
trading by the Sponsor in the Units is deemed the 
issuance of Units under the Act). 


The Sponsor and/or certain of the Underwriters, while 
under no obligation to do so, intend to maintain a 
market for whole Units of the Trust and to offer to 
purchase such Units at prices in excess of the 
redemption price as set forth in the Indenture. In the 
absence of such a market, Unitholders may only be 
able to dispose of their Units by redemption. 


Section 14(a) 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal under- 
writer for such a company shall make a public offering 
of securities of which such company is the issuer 
unless (1) the company has a net worth of at least 
$100,000; (2) at the time of & previous public offering it 
had a net worth of $100,000; or (3) provision is made 
that a net worth of $100,000 will be obtained from not 
more than twenty-five responsible persons within 
ninety days, or the entire proceeds received, including 
sales charge, will be refunded. 


Applicants seek an exemption from the provisions of 
Section 14(a) in order that a public offering of Units of 
the Trust as described above may be made. In 
connection with the requested exemption from Section 
14(a) the Sponsor agrees (1) to refund, on demand and 
without deduction, all saies charges to purchasers of 
Units of a Series if, within ninety days from the time 
that a registration statement for a Series becomes 
effective under the Securities Act of 1933, the net worth 
of the Series shall be reduced to less than $100,000; or 
if such Series is terminated; (2) to instruct the Trustee 
on the date Trust Securities are deposited in each 
Series that in the event that redemption by the Sponsor 
of Units constituting a part of the unsold Units shall 
result in that Series having a net worth of less than 
40% of the principal amount of Trust Securities 
originally deposited for such Series, the Trustee shall 


terminate the Series in the manner provided in the 
Indenture and distribute any Trust Securities or other 
assets deposited with the Trustee pursuant to the 
Indenture as provided therein; and (3) in the event of 
termination for the reasons described in (2) above, to 
refund any sales charges to any purchasers of Units 
purchased from the Sponsor on demand and without 
any deduction. 


The Sponsor has further represented that no Series of 
the Trust will be created which will contain in the 
portfolio on the date of deposit, Trust Securities (or 
delivery statements relating thereto and funds for the 
purchase thereof) having a face amount of less than 
$3,000,000. In the event the value of such Series should 
decrease to the greater of $1,000,000 or 20% of the 
amount of the Trust Securities initially deposited, for 
any reason, the Trustee may, and when so directed by 
the Sponsor shall, terminate and liquidate the Series. 
Thus, Applicants represent that it is highly unlikely 
that, except during the course of liquidation, the net 
worth of any Series would ever decline to $100,000 or 
less. 


Rule 19b-1 


Rule 19-1 provides in substance that no registered 
investment company which is a “regulated investment 
company” as defined in Section 851 of the Internal 
Revenue Code shall distribute more than one capital 
gain dividend in any one taxable year. Paragraph (b) of 
the Rule contains a similar prohibition for a company 
not a “regulated investment company” but permits a 
unit investment trust to distribute capital gain 
dividends received from a “regulated investment 
company” within a reasonable time after receipt. 


Distributions of interest and principal on each Series 
will be made to Unitholders semiannually unless a 
Unitholder elects to receive them monthly or quarterly. 
Applicants represent that distributions of principal 
constituting capital gains to Unitholders may arise in 
the following instances: (1) If an issuing authority calls 
or redeems an issue of Bonds held in the portfolio, the 
sums received by the Trust will be distributed on a pro- 
rata basis to each Unitholder on the next distribution 
date; (2) if Units are redeemed by the Trustee and 
Trust Securities from the portfolio are sold to provide 
the funds necessary for such redemption, each Unit- 
holder will receive his pro-rata portion of the proceeds 
from the Trust Securities sold over the amount required 
to satisfy such redemption distribution; (3) if Bonds 
held in the portfolio are sold to maintain the 
investment stability of a Series of the Trust, the sums 
received by the Trust may be distributed on a pro-rata 
basis to each Unitholder on the next distribution date; 
and (4) as Bonds mature by their terms, the sums 
received by the Trust will be distributed on a pro-rata 
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basis to each Unitholder on the next distribution date. 
In such instances, a Unitholder may receive in his 
distribution funds which constitute capital gains, since 
in some cases the value of the Trust Securities 
redeemed or sold may have increased since the date of 
their acquisition by the Trust. 


As noted above, Paragraph (b) of Rule 19b-1 provides 
that a unit investment trust may distribute capital gain 
dividends received from a “regulated investment 
company” within a reasonable time after receipt. 
Applicants assert that the purpose behind such pro- 
vision is to avoid forcing unit investment trusts to 
accumulate valid distributions received throughout 
the year and distribute them only at year end, and that 
the operations of Applicants in this regard are squarely 
within the purpose of such provision. However, in 
order to comply with the literal requirements of the 
Rule, each Series of the Trust would be forced to hold 
any monies which would constitute capital gains upon 
distribution until the end of its taxable year. The appli- 
cation contends that such practice would clearly be to 
the detriment of the Unitholders. 


In support of the requested exemption, Applicants 
state that the dangers against which Rule 19b-1 is 
intended to guard do not exist in the situation at hand 
since neither the Sponsor nor the Trust has control 
over events which might trigger capital gains, e.g., the 
tendering of Trust Units for redemption and the prepay- 
ment of portfolio Bonds by the issuing authorities. In 
addition, it is alleged that any capital gains distribution 
will be clearly indicated as capital gains in the 
accompanying report by the Trustee to the Unitholder. 
Furthermore, Applicants assert that the sale of Bonds 
in an effort to maintain the investment stability of a 
Series of the Trust is an activity designed generally to 
prevent or to retard deterioration of values when certain 
adverse factors exist. These factors include a default in 
the payment of principal or interest on its Bonds, or an 
adverse change in the market, revenue or credit factors 
affecting the investment stability of the Bonds. Finally, 
Applicants contend that sale of Bonds in an effort to 
maintain investment stability of any Series is not 
expected to result in capital gain dividends to the Trust 
or its Unitholders because the above factors will 
normally have a depressing effect on the market value 
of the Bonds. 


Rule 22c-1 


Applicants state that following the initial offering 
period, the Sponsor and/or certain of the Underwriters, 


while not obligated to do so, intend to offer to 
purchase whole Units in the secondary market at prices 
based on the offering side evaluation of the Trust 
Securities in any Series, determined on the last 
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business day of each week, effective for all sales made 
during the following week. 


Applicants also state that the Sponsor has undertaken 
to adopt a procedure whereby the Evaluator, without a 
formal evaluation, will provide estimated evaluations 
on trading days. In the case of a repurchase, if the 
Evaluator cannot state that the previous Friday’s price 
is at least equal to the current bid price, the Sponsor 
will order a full evaluation. The Sponsor agrees that, in 
case of the resale of Units in the secondary market, if 
the Evaluator cannot state that the previous Friday’s 
price is not more than one-half point ($5.00 on a Unit 
representing $1,000.00 principal amount of underlying 
Trust Securities) greater than the current offering price, 
a full evaluation will be ordered. Under these circum- 
stances, the Applicants contend that the exemption of 
the Sponsor from the provision of Rule 22c-1 will in no 
way affect the operations of the Trust and will benefit 
the Unitholders by providing a repurchase price for 
their Units which is in excess of the current net asset 
value of such Units as computed for redemption pur- 
poses. 


Rule 22c-1 provides, in pertinent part, that no 
registered investment company issuing any redeem- 
able security, and no dealer in any such security, shall 
sell, redeem, or repurchase any such security except at 
a price based on the current net asset value of such 
security which is next computed after receipt of a 
tender of such security for redemption or of an order to 
purchase or sell such security. 


Applicants state that Rule 22c-1 has two purposes: (1) 
to eliminate or to reduce any dilution of the value of 
outstanding redeemable securities of registered invest- 
ment companies which might occur through the sale, 
redemption or repurchase of such securities at prices 
other than their current net asset values; and (2) to 
minimize speculative trading practices in the securities 
of registered investment companies. 


The secondary market activities of the Sponsor and/or 
the underwriters and the manner for the acquisition by 
investors of new Units, may be deemed to violate Rule 
22c-1 because of the absence of daily pricing. Appli- 
cants contend, however, that the purposes of Rule 
22c-1 will not be offended by the Sponsor and/or the 
Underwriters in the secondary market activities. Appli- 
cants assert that the pricing of Units by the Sponsor in 
the secondary market will in no way dilute the assets of 
the Trust, and that Unitholders will benefit from the 
Sponsor’s pricing procedure in the secondary market 
since they will normally receive a higher repurchase 
price for their Units than they could by redeeming their 
Units at the current net asset value, and that this will 
be accomplished without the cost burden to the Trust 
of daily evaluations of the Unit redemption vaiue. 





Applicants also contend that speculation in Units of 
any Series is unlikely because price changes are 
limited in respect to the kind of Trust Securities which 
will be held by such Series. In addition, Applicants 
argue that because of the nature of the Trust Securities 
price changes are gradual and depend largely on 
general changes in interest rates. To avoid the Sponsor 
receiving more than the specified sales charge on the 
resale of Units, the Sponsor has undertaken not to 
resell any Units which it may repurchase at a price 
below the offering side evaluation of the Trust 
Securities in any Series. 


Applicants therefore request an exemption from the 
provisions of Rule 22c-1 for Series 1 and for all sub- 
sequently created Series insofar as the Rule may apply 
after completion of the primary distribution of Units of 
such Series. 


Section 22(d) 
A. ARO PLAN 


Applicants propose to offer the right to participate in 
an automatic reinvestment option (“ARO Plan”) to 
Unitholders of record in each of its Series who have 
selected the semiannual plan of distribution. This ARO 
Plan will permit Unitholders to invest income and 
capital gain dividends made to them on a predecessor 
Series of the Trust into Units of a subsequent Series of 
the Trust (“Reinvestment Series”) at a reduced sales 
charge. Applicants state that its Uniiholders will be 
able to join the ARO Plan at any time by delivering to 
the Trustee an Authorization Form. Likewise, a partici- 
pant may withdraw at any time upon written notice to 
the Trustee. To assist in withdrawals, the Trustee 
intends to establish a toll-free telephone number. 
However, if notification of withdrawal has not been 
given to the Trustee prior to a particular semiannual 
distribution date, the participant will be deemed to 
have elected to participate in the ARO Plan with 
respect to that particular distribution, and his with- 
drawal will become effective for the next succeeding 
distribution. Unless the withdrawing participant 
specifically indicates in his withdrawal notice that he 
wishes to withdraw from the ARO Plan for less than all 
of the Series of the Trust which he might then own 
(specifically identifying which Series he desires to 
continue in the ARO Plan), he will be deemed to have 
withdrawn completely from the ARO Plan in all 
respects. Once a participant has withdrawn completely 
from the ARO Plan he will only be allowed to again 
participate in that Plan by submitting an Authorization 
Form stating that he desires to again participate in the 
ARO Plan. 


Each participant will have his interest and principal 
distributions reinvested on the corresponding 


distribution date in the appropriate Reinvestment 
Series of the Trust. Applicants represent that they 
intend to see to it that each Reinvestment Series will be 
declared effective by the Commission in sufficient time 
to allow distribution to Plan participants of final 
prospectuses relating to such Reinvestment Series. As 
presently contemplated, it is intended that each 
Reinvestment Series will become effective on or before 
each semiannual record date for determining who is 
eligible to receive distributions on the related 
Distribution Date. Applicants state that if a Rein- 
vestment Series has not been declared effective in such 
sufficient time, the ARO Plan will be suspended with 
respect to that Series and recommenced with the next 
succeeding Series. In such a case, a participant would 
receive his normal cash distribution. Applicants 
represent that fractional Units in the denomination of 
tenths will be purchased under the ARO Plan and any 
excess cash from each distribution not used to 
purchase such Units will be distributed to the 
respective Plan participants. 


Applicants have agreed that in the event any Reinvest- 
ment Series should materially differ from the particular 
Series of the Trust into which participants in the ARO 
Plan originally invested or the preceding Reinvestment 
Series, the Unitholders’ authorization to participate in 
the ARO Plan will be voided, and after filing of a regis- 
tration statement under the 1933 Act for such Reinvest- 
ment Series, ARO Plan participants will be provided 
with a prospectus meeting the requirements of Section 
10(a) of the 1933 Act for such Reinvestment Series, a 
notice of the material change and an Authorization 
Form which would have to be returned to the Trustee 
before a Unitholder would again be able to participate 
in the ARO Plan. 


In order that distributions may be reinvested on the 
next succeeding Distribution Date, the Authorization 
Form must be received by the Trustee no later than the 
15th day of the month preceding such Distribution 
Date. Any Authorization Form received after such date 
will result in the commencement of reinvestment on 
the second Distribution Date thereafter. Once delivered 
to the Trustee, an Authorization Form will, except in 
the following instance, constitute a valid election to 
participate in the ARO Plan for each subsequent distri- 
bution as long as the Unitholder continues to 
participate in the ARO Plan. 


Unless a Unitholder notifies the Trustee in writing to 
the contrary, any Unitholder who has acquired Units 
through the ARO Plan will be deemed to have elected 
the semiannual plan of distribution and to participate 
in the ARO Plan with respect to distributions made in 
connection with Units so purchased under the ARO 
Plan. A Unitholder may withdraw from the ARO Plan 
with respect to distributions related to Units purchased 
under the ARO Plan and remain in the ARO Plan with 
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respect to Units acquired other than through the ARO 
Plan. All distributions made with respect to Units 
purchased under the ARO Plan will be accumulated 
with distributions generated from the Units of the 
Series of the Trust used to purchase such additional 
ARO Plan Units, but no distributions generated from 
Units of other Series of the Trust will be accumulated 
with the foregoing distributions for ARO Plan 
purchases. Thus, if a person owns Units in more than 
one Series of the Trust (which are not the result of 
purchases under the ARO Plan), distributions with 
respect thereto will not be aggregated for purchases 
under the ARO Plan. Any funds not utilized to purchase 
Units in the denomination of tenths in the Reinvest- 
ment Series will be automatically distributed by the 
Trustee on the Distribution Date. Confirmations of 
sales relating to Units purchased under the ARO Plan 
will be provided in the name of the ARO Plan partici- 
pant in the normal course of business. However, 
certificates representing Trust Units purchased under 
the ARO Plan will not be sent to participants, except 
upon request. Both the Sponsor and the Trustee 
reserve the right to suspend, modify or terminate the 
ARO Plan at any time. All participants will receive 
notice of any such suspension, modification or 
termination. 


Units of each existing Series of the Trust will be offered 
at a public offering price of approximately $1,050 per 
Unit plus accrued interest. However, as noted above, it 
is the Sponsor’s intention to permit purchases under 
the ARO Plan of fractional Units in the denomination of 
tenths rather than require purchases of full Units. The 
purpose of allowing purchases of fractional Units is to 
allow a minimum purchase requirement in the primary 
distribution of Trust Units, but at the same time permit 
maximum use of distributions for purchases through 
the reinvestment program. 


Applicants propose to offer Reinvestment Series Units 
under the ARO Plan at a price reflecting a sales charge 
of 3 %2% of the underlying net asset value of the Trust 
Securities in such Series rather than the customary 
42% sales charge which applies to all primary and 
secondary sales of Units in the various Series of the 
Trust (including primary and secondary sales of 
Reinvestment Series Units purchased other than 
through the ARO Plan). 


Section 22(d) of the Act provides, in pertinent part, that 
no registered investment company shall sell any 
redeemable security issued by it except to or through a 
principal underwriter for distribution or at a current 
public offering price described in the prospectus, and, 
if such class of security is being currently offered to 
the public by or through an underwriter, no principal 
underwriter of such security and no dealer shall sell 
any such security to any person, except a dealer, a 
principal underwriter or the issuer, except at a current 
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public offering price described in the prospectus. Rule 
22d-1 permits certain variations in sales load, none of < 
which it is alleged are applicable to the proposed ARO ‘. 
Plan. 


In support of the request, Applicants assert that 
applying a sales charge of less than the customary 
4%2% charge in the case of ARO Plan purchases is 
beneficial to ARO Plan participants, and also 
warranted in light of the related cost savings. 
Applicants state that approximately 342% of the 
customary 4%% sales charge is attributable to 
brokerage efforts to make the initial customer solicita- 
tion, to ascertain the customer’s financial require- 
ments and to counsel him on the Sponsor’s specific 
product. Applicants represent that each Reinvestment 
Series will be substantially similar to the Series of the 
Trust which the ARO Plan participant originally pur- 
chased with the exception of the make-up of the Series 
portfolio and certain portfolio related information. 
Consequently, the support for that portion of the sales 
charge attributable to counselling the participant on 
the Sponsor’s product is reduced, as is the selling 
effect relating to initial solicitations. It is the Appli- 
cants’ belief that cost savings related thereto should be 
passed on to ARO Plan participants. 


However, with respect to any particular Reinvestment 
Series, Applicants believe a participant may seek pro- 


fessional advice and, thus, a reduced sales charge for 
such financial services is warranted. It is the Appli- ~ 
cants’ belief that a charge of 112% of the net asset 
value of the underlying Trust Securities in each 
Reinvestment Series (or assuming a net asset value of 
approximately $1,000 per Unit, a sales charge of $15.00 
per Unit) is a reasonable and justifiable expense to be 
allocated to the soliciting broker for his professional 
assistance in connection with each Reinvestment 
Series. 


Applicants further assert that implementation and 
continuation of the ARO Plan will create special out-of- 
pocket costs which should properly be borne by the 
ARO Plan participants. It is the Sponsor’s belief that 
the special out-of-pocket expenses related to the ARO 
Plan (including such items as (a) maintaining Trustee 
records on participants, (b) mailing, shipping and 
miscellaneous delivery charges, (c) maintaining a toll- 
free telephone number with knowledgeable operators, 
and (d) separate printing charges) will amount to 
$10.00 per unit (assuming the above net asset value, 
1% of such value). Finally, prior experience indicates 
that the normal out-of-pocket costs for establishing 
each Series of the Trust approximate 1% of the under- 
lying net asset value of the Trust’s portfolio. 
Applicants represent that all such costs will be covered 
in the proposed 312% sales charge. Thus, Applicants 
conclude that the proposed 312% sales charge for 
ARO Plan purchases not only passes through certain 





cost savings to ARO Plan participants but also charges 
such persons for reasonable expenses related to the 
creation of the ARO Plan, and for fees relating to 
periodic, professional, financial advice. 


B. Conversion Plan 


Applicants propose to introduce a conversion option 
program (the “Conversion Plan”) to Unitholders of the 
various series of Insured Municipals—Income Trust 
(the “Municipal Fund”), Investors’ Corporate Income 
Trust (the “Corporate Fund”) and Investors’ Govern- 
ment-Guaranteed Income Trust (the “Government 
Fund”) (Such Funds are collectively catled herein the 
“Conversion Funds’). The Municipal Fund is 
comprised of a series of unit investment trusts, the 
portfolios of which are made up of tax-free municipal 
obligations (all of which are insured as to the timely 
payment of principal and interest by an independent 
insurance company or companies); the Corporate Fund 
is comprised of a series of unit investment trusts, the 
portfolios of which are made up of taxable corporate 
debt obligations; and the Government Fund is 
comprised of a series of unit investment trusts, the 
portfolios of which are made up primarily of mortgage- 
backed securities of the modified pass-through type 
fully guaranteed as to principal and interest by the 
Government National Mortgage Association. The Con- 
version Funds are sponsored by Van Kampen 
Sauerman Inc. Under the Conversion Plan, as pro- 
posed, a Unitholder wishing to dispose of his Units ina 
Series of a Conversion Fund for which a secondary 
market is being maintained will have the option to 
convert his Units into Units of any Series of the Trust 
for which Units are available for sale. Applicants state 
that the purpose of the Conversion Plan is to provide 
investors in the Conversion Funds a convenient and 
less costly means of transferring interests as their 
investment requirements change. Applicants state that 
the Sponsor and/or certain of the Underwriters have 
indicated that they intend to maintain a market for the 
Units of each Series of the Conversion Funds and the 
Trust; however, there is no obligation to maintain such 
a market. Consequently, the Sponsor reserves the right 
to modify, suspend or terminate the Conversion Plan at 
any time without further notice to Unitholders. 


Assuming a secondary market exists and Units of the 
Trust are available, a Unitholder who notifies the 
Sponsor of his desire to exercise his conversion option 
will be mailed a current prospectus for each Series in 
which the Unitholder indicates interest. The Unitholder 
may then select the Series into which he desires his 
investment to be converted. The conversion trans- 
action will operate in a manner essentially identical to 
any secondary market transaction, except that Appli- 
cants propose to allow a reduced sales charge for all 
transactions effected under the Conversion Plan. Units 


of the Trust will be repurchased by the Sponsor and 
other Underwriters of them at the aggregate offering 
price per Unit of the underlying securities in the Trust 
and will be resold at that price per Unit plus a sales 
charge of 4%% of such offering price. Applicants 
propose (subject to the limitations set forth in the next 
paragraph with respect to conversions of Units of the 
Government Fund) to resell Units under the Conversion 
Plan at the Unit offering price of the underlying securi- 
ties of the Trust plus a fixed charge of $15.00 per unit 
(or about 112% of such offering price at current market 
values). The Unitholder will receive payment for any 
excess funds remaining in his account after the pro- 
ceeds from his investment in the Conversion Funds are 
converted into full Units of the Trust. 


Conversion transactions will only be effected in whole 
Units. To illustrate: Under the Conversion Plan a 
holder of three Units of a Series in the Municipal Fund 
with an offering price of $1,020.00 might seek 
conversion into Units of a Series of the Trust with an 
offering price of $880.00. In this example, the Unit- 
holder’s Units will total $3,060.00, which amount may 
be invested in Units of the Trust Series. Should three 
Units in a Series of the Trust be purchased the cost 
would be $2,685.00 ($2,640.00 for the Units and a 
$45.00 sales charge). The remaining $375.00 would be 
returned to the Unitholder in cash. 


In connection with any conversion of Government Fund 
Units into Trust Units, certain limitations on the 
reduced sales charge are proposed, however, since 
certain inequities could arise in such conversion. 
Under the Conversion Plan, as it applies to Corporate 
Fund and Municipal Fund Unitholders, Applicants 
propose that such Unitholders be allowed to convert 
their Units into Units of the Trust for a special sales 
charge of $15.00 per Unit. Applicants assert that this 
procedure is equitable to holders of all Funds involved 
since the sales charge relating to original purchases of 
Units in all such Funds amounts to 442% of the net 
asset value of the portfolio underlying such Units 
(4.712% of the net amount invested). On the other 
hand, the sales charge relating to original purchases of 
Units in the Government Fund amounts to 342% of the 
net asset value of the portfolio underlying the Units of 
the Government Fund (3.627% of the net amount 
invested). Thus, Applicants state that, although it is 
unlikely, it could be possible under certain 
circumstances for a person to acquire Units in the 
Government Fund and immediately convert such Units 
into Trust Units and pay a lower total sales charge than 
a person acquiring Trust Units at the same time 
directly. Under normal circumstances this situation is 
unlikely, since the initial sales charge on direct 
purchasers of Units of the Government Fund (312% of 
the net asset value) plus the conversion sales charge 
($15.00 per Unit or approximately 112% of the net asset 
value of Trust Units based on current market values) 
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usually will exceed the sales charge related to direct 
purchases of Trust Units (4% % of the net asset value). 
However, Applicants state that if the price of Trust 
Units were to increase sharply, the $15.00 sales charge 
on conversion could represent less than 1% of the net 
asset value in the Trust Units, in which case the 
converting Government Fund Unitholder could obtain 
an unfair price advantage when compared to investors 
making direct purchases of Units of the Trust. 


Applicants assert, however, that after a Government 
Fund Unitholder has held his Government Fund units 
for an adequate period of time the discriminatory 
nature of his effecting a conversion transaction is not 
as compelling, and thus argue that the possible abuses 
outlined above are not material if the converting 
Government Fund Unitholder has held his Government 
Fund Units for at least an eight month period of time. 


Accordingly, Applicants propose that Unitholders of 
the Government Fund who have held their Units for a 
period of at least eight months be allowed to acquire 
Trust Units under the Conversion Plan at net asset 
value plus a sales charge of $15.00 per Unit. Further- 
more, Applicants propose that Government Fund Unit- 
holders who wish to convert their Units into Units of 
the Trust prior to the expiration of the eight month 
period be allowed to exchange such Units at net asset 
value plus a sales charge based on the greater of $15.00 
per Unit or an amount which together with the initial 
sales charge paid in connection with the acquisition of 
the Units being converted equals 412% of the net asset 
value of the Units of the Trust, determined as of the 
date of conversion. 


Section 11(c) of the act provides, among other things, 
that exchange offers involving registered unit invest- 
ment trusts are subject to the provisions of Section 
11(a) of the Act, irrespective of the basis of exchange. 
Section 11(a) of the Act provides, in pertinent part, that 
it shall be unlawful for any registered open-end 
company or any principal underwriter for such a 
company to make, or cause to be made, an offer to the 
holder of a security of such company or any other 
open-end investment company to exchange his 
security for a security in the same or another such 
company on any basis other than the relative net asset 
values of the respective securities to be exchanged, 
unless the terms of the offer have first been submitted 
to and approved by the Commission. 


As noted above, Section 22(d) of the Act provides, in 
pertinent part, that no registered investment company 
or principal underwriter thereof shall sell any redeem- 
able security issued by such company to any person 
except at a current offering price described in the pros- 
pectus. The sales charge for effecting regular 
secondary market purchases and sales of Units of the 
Trust will be greater than the sales charge which would 
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be applicable to transactions under the Conversion 
Plan. Rule 22d-1 under the Act permits certain vari- 
ations in sales charges, none of which it is alleged will 
be applicable to transactions under the Plan. 


Applicants assert that applying a sales charge of less 
than the customary 41%2% in the case of Conversion 
Plan transactions is both beneficial to investors and 
warranted in light of the related cost savings. 
Applicants state that a large portion of the customary 
42% sales charge is attributable to brokerage efforts 
to make the initial customer solicitation, and the 
remainder is primarily attributable to the ascertainment 
of the customer’s financial requirements and to 
counselling on their specific products. Applicants 
represent that under the Conversion Plan the selling 
effort relating to initial solicitations will be eliminated, 
and thus Applicants argue that the cost savings related 
thereto should be passed on to the participating 
investors. 


Applicants contend, however, that some _ investor 
charge is clearly warranted at the time of conversion 
since a broker may well need to review his customer’s 
financial objectives and likely will have to counsel the 
customer on the particular investment vehicle involved. 
Applicants have concluded that the proposed $15.00 
per Unit sales charge for Plan conversions will not only 
pass through cost savings to investors but also will 
charge such persons a reasonable fee which is related 
to the periodic, professional, financial advice that it is 
anticipated will be furnished to them. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission, by order upon application, may 
conditionally or unconditionally, exempt any person, 
security, or transaction, or any class or classes of 
persons, securities or transactions, from any provision 
of the Act or of any rule or regulation under the Act, if 
and to the extent such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than October 16, 1978, at 5:30 
P.M., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 





with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons, who request a 
hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10418/September 27, 1978 


In the Matter of 
TRUSTEES’ EQUITY FUND, INC. 


WINDSOR FUND, INC. 
P.O. Box 1100 
Valley Forge, Pennsylvania 19482 


(812-4317) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


Trustees’ Equity Fund, Inc. (“Trustees’ Equity”) and 
Windsor Fund, Inc. (“Windsor”), both registered under 
the Investment Company Act of 1940 (“Act”) as open- 
end, diversified management investment companies 
(“Applicants”), filed an application on May 30, 1978, 
and amendments thereto on August 7, 1978, and 
September 14, 1978, pursuant to Section 17(b) of the 
Act, for an order exempting from the provisions of 
Section 17(a) of the Act the proposed sale by Trustees’ 
Equity of substantially all of its assets to Windsor in 
exchange for shares of Windsor. 


On September 1, 1978, a notice was issued (Investment 
Company Act Release No. 10388) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 


request for a hearing has been filed, 
Commission has not ordered a hearing. 


and the 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transaction are reasonable 
and fair and do not involve overreaching on the part of 
any person concerned, and that the proposed 
transaction is consistent with the policy of each 
Applicant and with the general purposes of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed sale by Trustees’ Equity of 
substantially all of its assets to Windsor in exchange 
for shares of Windsor be, and hereby is, exempted 
from the provisions of Section 17(a) of the Act, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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ACCOUNTING SERIES 
Release No. 255/September 22, 1978 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 15181/September 22, 1978 





ACCOUNTING SERIES 
Release No. 256/September 28, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5984/September 28, 1978 





SEC DOCKET/1191 








LITIGATION 





Litigation Release No. 8544/September 25, 1978 


SEC v. ASSET MANAGEMENT CORPORATION, ET 
AL. (S.D. IND., CIVIL NO. IP 78-34-C) 


William D. Goldsberry, Regional Administrator of the 
Chicago Regional Office of the Securities and 
Exchange Commission, announced that on September 
14, 1978, the Honorable William E. Steckler, U.S. 
District Judge for the Southern District of Indiana, 
entered orders, whereby each Defendant, Asset 
Management Corporation, Asset Securities, Inc., 
Buddy C. Stanley, David L. Kimball, Richard D. 
Hodgin, Pocahontas Coal Reserves of W. Va., Inc. 
(‘P.C.R.’’), Pocahontas Coal Processors, Inc., 
Dominick E. Bartone, Edward E. Holschuh, Harold 
Franklin, and Shirley Dixon, without admitting or 
denying the allegations of the Complaint, consented 
preliminarily not to violate the registration and anti- 
fraud provisions of the Federal securities laws. The 
orders were entered into in connection with the sale of 
securities in the form of limited partnership interests of 
A.M. Coal Partners 1976A through E and/or the sale of 
promissory notes of P.C.R. The hearing on the 
Commission’s motion for a permanent injunction is 
currently pending. 





Litigation Release No. 8545/September 25, 1978 


U.S. v. CRAIG W. MCLACHLAN (USDC, UTAH, 
Criminal Action No. CR-78-00129) 


Ronald L. Rencher, United States Attorney for the 
District of Utah, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Commission, jointly announced that on September 13, 
1978 a federal grand jury in Salt Lake City, Utah, 
returned a 23-count indictment against Craig W. 
McLachlan of Salt Lake City, Utah. The indictment, in 
substance, charged McLachlan with criminal violaticns 
of the antifraud provisions of the Securities Act of 1933 
in the sale of common stock of Continental Gold & 
Silver Corporation, a Utah corporation. 





Litigation Release No. 8546/September 25, 1978 

SEC v. FEDERAL’S, INC.; STEVEN WATSTEIN a/k/a 
STEVEN WEST (U.S.D.C. District of Columbia, Civil 
Action No. 78-1760) 
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William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on September 19, 1978, a 
complaint was filed in the Federal court in the District 
of Columbia for a permanent injunction and other relief 
against Federal’s Inc., a Michigan corporation head- 
quartered in Detroit, and Steven Watstein, also known 
as Steven West, a New York resident and Chairman of 
the Board of Federal’s, Inc. 


The complaint alleged that the defendants violated the 
reporting provisions of the Securities Exchange Act by 
failing to file with the Commission required annual and 
quarterly reports pertaining to Federal’s. 


The complaint seeks a permanent injunction pro- 
hibiting future violations of the reporting requirements 
of the Exchange Act and a court Order requiring that 
the defendants forthwith file with the Commission all 
past due and delinquent annual and quarterly reports. 





Litigation Release Nc. 8547/September 26, 1978 


SECURITIES AND EXCHANGE COMMISSION v. 
ILIKON CORPORATION (United States District Court 
for the District of Columbia) Civil Action No. 78-1803 


The Commission announced today that it filed in the 
United States District Court for the District of 
Columbia a civil injunctive action against Ilikon 
Corporation (“Ilikon’’) alleging violations of the 
reporting provisions of the federal securities laws. 


The Commission’s Complaint alleged that Ilikon has 
failed to file its Annual Report on Form 10-K for its 
fiscal year ended May 31, 1978, required to have been 
filed with the Commission by August 29, 1978. Further, 
the Complaint charged that Ilikon, as part of a 
continuing course of conduct extending over several 
years, has failed to timely file certain of its Annual 
Reports and Quarterly Reports required to have been 
filed wiih the Commission. 


The Commission’s Complaint requests that the Court 
order Ilikon to file forthwith with the Commission its 
Annual Report on Form 10-K for its fiscal year ended 
May 31, 1978. Further, the Commission requested that 
the Court enjoin llikon from further violations of the 
reporting provisions of the federal securities laws. 


Further, the Commission earlier today announced the 
initiation of a suspension of trading in the securities of 


likon for the period from 3:30 P.M. (EDT) on 





September 25, 1978 through October 4, 1978 because 
of llikon’s failure to file its Form 10-K Annual Report 
for the fiscal year ended May 31, 1978. (See Release 
No. 34-15187). 





Litigation Release No. 8548/September 28, 1978 


U.S. v. STANLEY T. KIESPERT, ET AL. (USDC, Dist. of 
Nebraska, CR 78-0-34) 


Edward G. Warrin, United States Attorney for the 
District of Nebraska, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission, today an- 
nounced that on August 30, 1978 Randall W. Koelling 
of Omaha, Nebraska, pled guilty to charges that he 
sold and offered for sale securities not registered with 
the Securities and Exchange Commission, in violation 
of Section 5 of the Securities Act of 1933, as amended, 
and Section 32 of the Securities Exchange Act of 1934, 
as amended. Koelling was indicted on April 12, 1978 by 
a federal grand jury which returned a multi-count 
indictment charging him with various counts of 
securities fraud, mail fraud and sales of unregistered 
securities in connection with the offer and sale of stock 
in Technical Poultry Processing Equipment, Inc., a 
Colorado corporation. Koelling entered his plea before 
Judge Robert V. Denning of the District Court of 
Nebraska, who fined Koelling $2,500 and the costs of 
prosecution in the amount of $32.50. 


For further information see Litigation Release Nos. 
6632, 6667, 8386. 





Litigation Release No. 8549/September 28, 1978 


UNITED STATES v. CARLO BORDONI, ET AL. 75 Crim. 
948 (S.D.N.Y.) 


Robert B. Fiske, Jr., United States Attorney, and 
William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, announced that on September 5, 1978, 
Carlo Bordoni (‘“Bordoni”), pleaded guilty to two 
counts of an indictment, charging him (1) with mis- 
applying funds of FNB in an amount exceeding $30 


million and (2) falsifying FNB’s financial statements 
for the fiscal quarter ending March 31, 1974, to conceal 
losses exceeding $30 million. Bordoni is a former 
director of Franklin New York Corporation (“FNYC”), 
the holding company of Franklin National Bank 
(“FNB”). Bordoni was extradicted from Venezuela on 
June 4, 1978 and is scheduled for sentencing October 
10, 1978. 


Bordoni was named as a defendant in a related civil 
injunctive action, alleging violations of the federal 
securities laws in connection with the purchase and 
sale of shares of FNYC. See SEC v. Harold V. Gleason, 
et al., 74 Civ. 4557 (DBB) (S.D.N.Y.); (Litigation 
Release No. 6551). Bordoni consented to the entry of a 
Final Judgment of Permanent Injunction in that action, 
without admitting or denying the substantive 
allegations of the Commission’s Complaint; judgment 
was entered against him on January 20, 1976. 





Litigation Release No. 8550/September 28, 1978 


UNITED STATES v. RICHARD L. SHIELDS (N.D. GA. 
CRIMINAL NO. 78-194A) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
and William L. Harper, U.S. Attorney for the Northern 
District of Georgia, announced that on September 18, 
1978, Richard L. Shields, (“Shields”) of Springfield, 
Missouri, pleaded guilty in federal court in Atlanta to 
securities fraud. 


Shields’ guilty plea was to one count of a ten-count 
indictment charging him with five counts each of 
securities and mail fraud in the offer and sale of the 
securities of Medical Professional Aids, a now defunct 
Atlanta headquartered Alabama corporation engaged in 
the distribution of first aid and baby care products. 
Shields allegedly misrepresented, among other things, 
that 1,000,000 products would be sold in each of the 
five states in which MPA would operate, and that in 
one year a $2,500 investment would return $50,000 and 
at the very least $12,500. The indictment also charges 
that Shields failed to disclose that proceeds from the 
sale of the securities would be used to pay his personal 
expenses. 


Sentencing has been set for October 31, 1978, after 


which the remaining counts of the indictment are to be 
dismissed. 


SEC DOCKET/1193 





(For further information see Litigation Releases 7294, 
7380, and 8496.) 





Litigation Release No. 8551/September 28, 1978 


SEC v. J. WAYNE HAWS (USDC UTAH) (CR-78-00056) 
(transferred to USDC CALIFORNIA Central District) 
(CR-78-810) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the United States Securities and 
Exchange Commission, announced that on September 
18, 1978, J. Wayne Haws of Huntington Beach, 
California, pled guilty in Federal Court in Los Angeles 
to two counts of a five-count indictment charing 
criminal contempt violations of an order of permanent 
injunction issued by Judge Aldon J. Anderson of the 
U.S. District Court’s Northern Division in Utah against 
Haws and others. 


The counts to which Haws pled guilty alleged that he 
violated the terms of the injunction by continuing to 
sell investment contracts and evidences of indebted- 
ness without registration and by making false and mis- 
leading promises and representations to investors sub- 
sequent to the issuance of the injunction. Sentencing 
is scheduled for October 16, 1978, before the 
Honorable Wm. Matthew Byrne, U.S. District Court 
Judge for the Central District of California. 





Litigation Release No. 8552/September 28, 1978 


SEC v. F. GAYLORD NANCE, ET AL. Civ No. 78 C 1024 
(N.D. Ill.) 


William D. Goldsberry announced that Final Orders of 
Permanent Injunction were issued against Charles W. 
Aikens, James W. Owen, Thunderbird Drilling, Inc., 
and the partnership of Aikens and Owen, on September 
15, 1978, by Senior Judge Julius Hoffman of the U.S. 
District Court for the Northern District of lilinois. The 
defendants consented to the orders without admitting 
or denying the Commission’s allegations of their vio- 
lation of the anti-fraud provisions of federal securities 
laws. 
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Judge Hoffman specifically ordered that in conducting 
any future securities business, the defendants disclose 
all existing injunctions from the violation of federa. 
securities laws, and also any payments made to induce ~ 
individuals to sell securities to or purchase securities 
for investors’ accounts they manage. 


The above-mentioned defendants were sued by the 
Commission in connection with their sale of fractional 
undivided interests in oil and gas leases to the 
investors in the Continental Illinois National Bank and 
Trust Company’s oil and gas tax shelter programs. 





Litigation Release No. 8553/September 28, 1978 


UNITED STATES v. LEONARD D. LEVIN 78 Crim. 144 
(S.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office, and Robert B. Fiske, Jr., United 
States Attorney for the Southern District of New York, 
announced the September 11, 1978 sentencing of 
Leonard D. Levin. The Honorable Marvin E. Frankel, 
District Judge for the Southern District of New York 
suspended imposition of sentence and placed Levin on 
eighteen months probation. Levin was also fined 
$10,000. 


Levin’s sentencing was the result of his March 2nd 
guilty plea to a two count Information charging him 
with violating Section 17(a) of the Securities Act of 
1933 (“Securities Act”), Section 10(b) of the Securities 
Exchange Act of 1934 (“Exchange Act”), and Rule 
10b-5 thereunder. Specifically, the Information charged 
Levin with creating an artificial pool of purportedly free 
trading Dimensional Entertainment Corporation 
common stock (then known as Wicker World, Inc.), 
filing with the Commission letters containing 
information that various specific individuals had 
purchased Dimensional shares during a public offering 
when he, in fact, knew that they had not done so, and 
unlawfully transferring those shares when he knew that 
they were not eligible for such transfer. (See Litigation 
Release No. 8345). 


In a related civil action filed on October 31, 1977, the 
Commission is presently seeking to permanently 
enjoin Levin from further violations of Sections 5 and 
17(a) of the Securities Act, Section 10(b) of the 
Exchange Act, and Rule 10b-5 thereunder, in 
connection with his transactions in Dimensional 
common stock. The complaint also seeks that Levir 
disgorge all profits which inured to him as a result of 





his illegal activities. SEC v. Dimensional Entertainment 
Corporation, 77 Civil 5290 (CHT) (See Litigation 
Release No. 8198). 





For Immediate Release 


Litigation Release No. 8554/September 28, 1978 


U.S. v. M.A. LUNDY, ET AL. (D.C. Rhode Island, 
CR-77-64, 65) 


The Honorable Paul F. Murray, United States Attorney 
for the District of Rhode Island, and Michael J. 
Stewart, Administrator for the Boston Regional Office 
of the U.S. Securities and Exchange Commission, 
announced today that the Honorable Raymond J. 
Pettine, Chief Judge of the United States District Court 
for the District of Rhode Island, imposed a sentence of 
three years in prison upon Maurice A. Lundy, a former 
broker and dealer in securities in Rhode Island. 


Mr. Lundy and an associate, Kathryn A. Allard, of 


Taunton, Massachusetts, had been found guilty in July 
of this year, after a month-long trial, of all 15 counts of 
an indictment charging violations of the registration 
and anti-fraud provisions of the Securities Act of 1933 
and the mail fraud statute, as well as conspiracy to 
violate those laws. 


Mr. Lundy was sentenced to three years imprisonment 
on each of 15 counts, sentences to run concurrently. 
Mrs. Allard was also sentenced to concurrent 
three-year terms on each of the 15 counts; however, in 
her case, sentence was suspended and she was placed 
on probation for a like period. Additionally, she was 
ordered by the Court to perform ‘alternative 
community services” pursuant to a plan to be sub- 
mitted by her counsel. The Court ordered that such 
services be performed for at least three hours per day 
during the term of her suspended sentences. 


The violations of which Lundy and Mrs. Allard were 
found guilty related to the offer and sale of 
approximately $1 million in trust instruments and debt 
securities of three Rhode Island business entities to 
residents of Massachusetts and Rhode Island. 


Lundy was also sentenced to three years in prison in 
connection with the offer and sale of scotch whiskey 
warehouse receipts without a registration statement 
being on file or in effect with the Securities and 
Exchange Commission as required by the Securities 


Act of 1933. This charge was contained in a second 
indictment brought against Lundy, and David R. Allard, 
of Taunton, Massachusetts, the son of Mrs. Allard. 
Lundy pled guilty to this count on September 8, 1978. 
The three-year sentence imposed in the scotch whiskey 
case was ordered to run concurrently with the 
sentences imposed in the first indictment upon which 
Lundy went to trial. 


Chief Judge Pettine, at the time of the plea in the 
scotch whiskey indictment, also entered an order, 
with the consent of David Allard, his counsel, and the 
United States, barring David Allard from participation 
in the securities business, association with any invest- 
ment company or investment adviser, and participation 
as an officer or director of a public company for a 
period of 10 years. Thereafter, the charges in the 
scotch whiskey indictment were dismissed against 
Allard. In accepting the disposition with respect to 
David Allard, Judge Pettine noted that he had been 
“dominated” in his activities by Lundy and by his 
mother, Mrs. Allard. 


The United States was represented in the trial and sub- 
sequent proceedings by Willis H. Riccio, Assistant 
Regional Administrator of the Boston Regional Office 
of the Securities and Exchange Commission, acting 
under appointment as Special Assistant United States 
Attorney. The government was also represented by 
Robert Gammell, Assistant United States Attorney for 
the District of Rhode Island. 


Judge Pettine denied a request by Lundy’s counsel to 
stay execution of sentence pending appeal. 
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FREEDOM OF INFORMATION ACT 
Release No. 56/September 27, 1978 


AVAILABILITY OF RECORDS UNDER THE FREEDOM 
OF INFORMATION ACT 


AGENCY: Securities and Exchange Commission. 
ACTION: Final rules and request for comment. 


SUMMARY: This amendment revises the Commis- 
sion’s rules which specify the Commission offices at 
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which records may be made available for public 
inspection. 


EFFECTIVE DATE: September 27, 1978. Comments 
must be received on or before November 27, 1978. 


ADDRESS: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-756. All comments 
received will be available for public inspection and 
copying in the Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Linda A. 
Schneider, Attorney, Office of the General Counsel, 
Securities and Exchange Commission, Washington, 
D.C. 20549, 202-755-1339. 


SUPPLEMENTARY INFORMATION: These amend- 
ments are intended to correct and clarify the 
commission’s rules under the Freedom of Information 
Act as they were last amended in August 1977. Those 
last amendments inadvertently lent themselves to the 
interpretation that all Commission records available 
under the Freedom of Information Act for public 
examination or copying were to be available in the New 
York, Chicago, and Los Angeles regional offices, as 
well as in the public reference room in Washington, 
D.C. These amendments revise the Commission’s rules 
to specify the Commission offices at which records 
will be made available for inspection under the 
Freedom of Information Act. The rule provides that 
records will be made available at the Commission’s 
public reference room in Washington, D.C. In addition, 
upon request, and if the records are not needed by the 
staff in connection with its ongoing work, records will 
be sent to any of the three Commission offices which 
have public reference facilities (New York, Chicago and 
Los Angeles) for inspection at those offices. Finally, 
when suitable arrangements can be made with respect 
to the storage and inspection of records, records may 
also be sent, upon request, to other Commission 
offices for inspection at those offices. The requestor 
must pay the cost of transporting the records in all 
instances. 


Accordingly, Part 200, Chapter Il, Title 17 of the Code 
of Federal Regulations is amended as follows: 


Subpart D—Information and Requests 
In § 200.80 paragraph (c)(1) is revised by amending 
paragraphs (i) and (ii) and adding paragraph (iii) as 


follows: § 200.80 Commission records and informa- 
tion. 
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(c)(1) *** 


(i) The public reference room in Washington has 4 
available for public inspection all of the publicly 
available records of the Commission as described in 
paragraph (a) of this section. In addition, upon 
request, such records will be sent to the Commission’s 
regional offices in New York, Chicago or Los Angeles, 
for inspection in the public reference facilities at those 
offices, if the records are not needed by the 
Commission or the staff in connection with the 
performance of official duties. Also upon request, and 
only when suitable arrangements can be made with 
respect to the transportation, storage, and inspection 
of records, records may be sent to any other 
Commission office for inspection at that office, if the 
records are not needed by the Commission or the staff 
in connection with the performance of official duties. 
When records are sent to another office at the request 
of a member of the public, the requestor shall be 
charged all costs incurred by the Commission in trans- 
porting the records. 


Section 200.80(c)(1)(ii) is amended by deleting the 
word “other” from the first sentence. 


(iii) In the New York, Chicago and Los Angeles 
Regional Offices, microfiche of all recent registration 
statements filed pursuant to the Securities Act of 1933, 
registration statements and periodic reports filed pur- 
suant to the Securities Exchange Act of 1934, and 
periodic reports filed pursuant to the Investment 
Company Act from 1969 to date are available for 
inspection and reproduction. 


STATUTORY AUTHORITY 


The foregoing action is taken pursuant to the authority 
set forth in the Freedom of Information Act, 5 U.S.C. 
552, and is effective upon publication. Because this 
action relates solely to matters of procedure regarding 
requests made under the Freedom of Information Act, 
notice and prior publication for comments under the 
Administrative Procedure Act is not necessary. See 5 
U.S.C. 553(b). However, the Commission will receive 
comments on this matter for sixty days after the 
effective date of the amendments. At the end of that 
period, the Commission will re-examine and 
re-evaluate these amendments, and will determine 
whether further amendment to its rules is necessary or 
appropriate. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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